
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 
* * * * 

I n  t h e  Matter of: 

AN ADJUSTMENT OF GAS RATES OF 1 
THE UNION LIGHT8 HEAT AND POWER ) CASE NO. 9029 
COMPANY 1 

O R D E R  

On May 4 8  19848 The Union L i g h t ,  Heat and Power Company 

( "ULH&P") f i l e d  a n  a p p l i c a t i o n  w i t h  t h e  Commission r e q u e s t i n g  

a u t h o r i t y  to i n c r e a s e  i ts rates  and c h a r g e s  for  g a s  service r en -  

d e r e d  o n  and after May 248 1984. The proposed  rates would 

increase ULH&P's annual gas revenues by a p p r o x i m a t e l y  $7 .2  m i l -  

l i o n ,  a n  i n c r e a s e  of 10.2 p e r c e n t .  ULH&P c i t e d  i n c r e a s e d  operat- 

i n g  costs and f i x e d  c h a r g e  r e q u i r e m e n t s  and t h e  n e c e s s i t y  t o  pro- 

v i d e  an a d e q u a t e  r e t u r n  t o  i ts  s e c u r i t y  h o l d e r s  as t h e  reasons f o r  

t h e  requested ra te  increase.  

The Commission suspended  t h e  proposed r a t e  i n c r e a s e  u n t i l  

October 248 19848 i n  o r d e r  to c o n d u c t  publ ic  h e a r i n g s  and i n v e s t i -  

g a t l o n e  i n t o  t h e  reasonableneee of t h e  proposed r a t e e .  A h e a r i n g  

was s c h e d u l e d  f o r  August 28 ,  1 9 8 4 #  for t h e  purpose of cross- 

examina t ion  of t h e  w i t n e s s e s  of ULH&P and the in te rvenors .  ULHLP 

was d i r e c t e d  t o  g i v e  notice to i ts  customers of t h e  proposed rates 

and t h e  s c h e d u l e d  h e a r i n g  p u r s u a n t  to 8 0 7  KAR 5:0258 S e c t i o n  7 .  A 

h e a r i n g  to r e c e i v e  p u b l i c  comment and t e s t i m o n y  wan c o n d u c t e d  on 



September  17, 1984, a t  the City /County  B u i l d i n g  i n  Cov ing ton ,  Ren- 

tucky .  

M o t i o n s  t o  i n t e r v e n e  i n  t h i s  matter w e r e  f i l e d  by t h e  Con- 

sumer  P r o t e c t i o n  D i v i s i o n  i n  t h e  O f f i c e  of t h e  A t t o r n e y  G e n e r a l  

( " A G " ) ,  t h e  C i t y  of Covington  ( " C i t y " ) ,  t h e  Kenton County F i s c a l  

C o u r t  ("Kenton County" ) , and v a r i o u s  Low-Income R e s i d e n t i a l  Con- 

sumers (LLIRC"). These  m o t i o n s  were g r a n t e d  and no other pa r t i e s  

f o r m a l l y  i n t e r v e n e d .  

The  h e a r i n g  for  t h e  p u r p o s e  of c r o s s - e x a m i n a t i o n  of t h e  

w i t n e s s e s  of ULH&P and t h e  i n t e r v e n o r s  was h e l d  i n  t h e  Commis- 

s i o n ' s  o f f ices  i n  F r a n k f o r t ,  Kentucky, on August 28 ,  1984 ,  w i t h  

a l l  p a r t i e s  of record r e p r e s e n t e d .  B r i e f s  were f i l e d  b y  

September 2 4 ,  1984 ,  and t h e  i n f o r m a t i o n  r e q u e s t e d  d u r i n g  the 

hearings has been s u b m i t t e d  . 
This Order a d d r e s s e s  the CommissionQa f i n d i n g s  and detcr- 

m l n a t l o n s  on issues p r e s e n t e d  and d i s c l o s e d  i n  t h e  h e a r i n g s  and 

i n v e s t i g a t i o n  of ULH&P's r e v e n a e  r e q u i r e m e n t s  and  ra te  d e s i g n  and 

p r o v i d e s  ra tes  and charges t h a t  w i l l  produce an i n c r e a s e  in annual  

r e v e n u e s  of $ 4 , 7 7 7 , 5 4 3 .  

COMMENTARY 

ULHtP operates as  a p u b l i c  u t i l i t y  p r o v i d i n g  gas  and elec- 

t r i c  s e r v i c e  i n  Boone, Campbell, G a l l a t i n ,  G r a n t ,  and Kenton coun- 

ties. ULH6.P distributes and a o l l s  n a t u r a l  gas t o  a p p r o x i m a t e l y  

6 0 , 5 0 0  c u s t o m e r s  w i t h i n  those c o u n t i e s .  ULHLP is  a subsidiary of 

C i n c i n n a t i  G a s  and Electric Company ( " C G s E " ) ,  and i t  o b t a i n s  i t s  

wholesale gas  s u p p l y  from Columbia Gas TranSmit36i011, I n c .  

('Columbia Transmias ion ' ) .  
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TEST PERIOD 

ULH&P proposed and the Commission h a s  a c c e p t e d  t h e  12-month 

p e r i o d  e n d i n g  December 31, 1983, as  t h e  t e s t  p e r i o d  for d e t e r m i n -  

i n g  t h e  r e a s o n a b l e n e s s  of t h e  proposed rates. I n  u t i l i z i n g  t h e  

h i s t o r i c  tes t  p e r i o d  t h e  Commission h a s  g i v e n  f u l l  c o n s i d e r a t i o n  

to a p p r o p r i a t e  known and m e a s u r a b l e  c h a n g e s .  

VALUATION 

ULH&P p r e s e n t e d  t h e  net original cost, capitalization and 

r e p r o d u c t i o n  cost as t h e  v a l u a t i o n  methods i n  t h i s  case. The 

Commission h a s  g i v e n  d u e  c o n s i d e r a t i o n  to t h e s e  and o t h e r  e l e m e n t s  

of v a l u e  in d e t e r m i n i n g  t h e  r e a s o n a b l e n e s s  of t h e  proposed rates. 

Net O r i g i n a l  Cost 

ULHLP proposed  a j u r i s d i c t i o n a l  n e t  i n v e s t m e n t  rate b a s e  

devoted t o  gas operations of $43,822,167. G e n e r a l l y ,  the proposed 

rate base was d e t e r m i n e d  i n  a c c o r d a n c e  w i t h  the Commissfon's 

d e c i s i o n  i n  ULH&P's m o s t  r e c e n t  gas r a t e  case; however ,  t h e  

proposed cash working cap i t a l  of $4,876,795 was n o t  based upon the 

s t a n d a r d  o n e - e i g h t h  f o r m u l a  c a l c u l a t i o n  which t h e  Commission h a s  

allowed i n  ULHtiP's p r e v i o u s  cases b u t  w a s  based  on  a " l e a d - l a g "  

study similar to the s t u d y  r e j e c t e d  by t h e  Commission i n  ULH&P's 

most recent gas ra te  case8 Case N o .  03738 An Adjus tment  of Gas 

Rates of the Union L i g h t ,  H e a t  and Power Company. The s t u d y  

f i l e d  i n  t h l 8  caner a8 the p r e v i o u e  e t u d y ,  w a s  l i m i t e d  in i t s  

a p p l i c a t i o n  b e c a u s e  it d i d  n o t  a n a l y z e  a l l  a s F e c t s  of ULH&P's cash 

r e q u i r e m e n t s .  The s t u d y  r e c o g n i z e e  c a s h  inflow lags but no  inflaw 

Commissfon'e O r d e r  d a t e d  A p r i l  16, 1982, pp. 11-12. 
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l e a d s  and is based  s o l e l y  on  t h e  lag between t h e  provision of 

s e r v i c e ,  payment to  t h e  gas s u p p l i e r ,  and t h e  receipt of payment 

from c u s t o m e r s .  S i n c e  t h e  proposed  l e a d - l a g  s t u d y  r e f l e c t s  but 

o n e  aspect of ULH&P*s working c a p i t a l  r e q u i r e m e n t s ,  t h e  Commission 

f i n d s  it inappropriate f o r  ra te -making  p u r p o s e s .  

T h e r e f o r e ,  in a c c o r d a n c e  w i t h  its pas t  policy, t h e  Commis-  

s i o n  has r educed  ULH&P*s cash working capital by $3,669,609 t o  

$1,207,186,  t o  re f lec t  t h e  a l l o w a n c e  of one-e igh th  of t h e  a d j u s t e d  

o p e r a t i n g  e x p e n s e s ,  less purchased  g a s  e x p e n s e ,  found r e a s o n a b l e  

here in. 

ULH&P proposed  t o  i n c l u d e  a level of prepayments a p p l i c a b l e  

to gas o p e r a t i o n s  of $6,383,076 i n  ra te  base, based  upon t h e  13- 

month average for t h e  test year. The AG, t h r o u g h  i t 6  witness, Dr. 

Carl Weaver of M.S. Gerber  and Associates, I n c . ,  p roposed  to use 

t h e  13-month average for t h e  p e r i o d  ended A p r i l ,  1984,  and t h e r e b y  

calculated a prepayment  b a l a n c e  of $5,332,758 t o  r e f l e c t  the 

change i n  t h e  cost of g a s  s i n c e  t h e  end of t h e  test period. The 

Commission, l i k e  Dr. Weaver, r e c o g n i z e s  t h a t  t h e  price of gas 

decreased from the end of t h e  tes t  year t h r o u g h  A p r i l ,  1984; how- 

ever ,  t h e  primary o b j e c t i v e  i n  t h e  d e t e r m i n a t i o n  of a year-end 

ra te  base i e  t o  e s t a b l i s h  t h e  value of i n v e s t m e n t  i n  u t i l i t y  

property a t  a s p e c i f i c  p o i n t  i n  time. I n  e s t a b l i s h i n g  t h e  n e t  

i n v e s t m e n t  r a t e  b a s e ,  c a p i t a l i z a t i o n  and t h e  a d j u s t e d  l e v e l  of 

o p e r a t i n g  r evenues  and  expenses ,  t h e  Commission m u s t  d e v e l o p  a 

proper matching  of earnings and r8t@ base. This i o  accompl iehed  

by a d j u s t i n g  t h e  h i s t o r i c a l  tes t  y e a r  o p e r a t i o n s  for appropriate  

known and measurable c h a n g e s  to a r r i v e  at a pro forma s t a t e m e n t  of 
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o p e r a t i o n s  which c o i n c i d e s  w i t h  t h e  t e s t - y e a r - e n d  rate base and 

c a p i t a l i z a t i o n .  The Commission is of t h e  o p i n i o n  t h a t  i t  18 

i n c o n s i s t e n t  t o  a d j u s t  s e l e c t e d  items of t h e  ra te  base f o r  c h a n g e s  

o c c u r r i n g  a f t e r  t h e  t es t  y e a r  w h i l e  o t h e r  components of t h e  ra te  

base remain  a t  year-end levels. It is t h e  o p i n i o n  of t h i s  Commis-  

sion t h a t  t o  a d j u s t  t h e  b a l a n c e  of prepayments  a s  proposed by t h e  

AG would i m p r o p e r l y  update t h e  year-end r a t e  base and r e s u l t  i n  a 

m i s m a t c h  of e a r n i n g s ,  r a te  base and cap i t a l i za t ion .  T h e r e f o r e ,  

the a d j u s t m e n t  proposed by t h e  AG h a s  n o t  been a c c e p t e d .  However, 

t h e  Commission is of t h e  o p i n i o n  t h a t  t h e  u s e  of a 13-month 

a v e r a g e  i n  t h i s  i n s t a n c e  is unreasonable since t h e  b a l a n c e  in 

prepayments  f o r  t h e  month of December, which is a h i g h  month, i 8  

i nc luded  t w i c e .  T h e r e f o r e ,  i n  t h i s  i n s t a n c e  t h e  Commission w i l l  

i n c l u d e  the 12-month a v e r a g e  b a l a n c e  i n  prepayments  t o  r e f l e c t  a 

r e a s o n a b l e  l eve l  of prepayments  i n  r a t e  base. 

I n  i ts p o s t - h e a r i n g  b r i e f ,  t h e  LIRC recommended t h a t  

ULH6P's rate base be reduced by  t h e  amount of c u s t o m e r  d e p o s i t s  o n  

hand at t h e  end of t h e  tes t  y e a r  and t h a t  t h e  in te res t  paid o n  

t h o s e  deposits be treated as a n  operating expense for rate-making 

purposes. LIRC argued t h a t  t h e s e  deposi ts  represent c o s t - f r e e  

cap i ta l  which s h o u l d  be made to  b e n e f i t  t h e  r e t e p a y e r e  who 

mupplied it. Although LIRC q u e s t i o n e d  s e v e r a l  of ULH6P.e 

witnesses a b o u t  i t s  c u s t o m e r  d e p o s i t  p r a c t i c e s ,  no indication was 

made prfor to the f i l i n g  of b r i e f s  t h a t  s u c h  rate-making t r e a t m e n t  

w a s  b e i n g  proposed .  The C o m m i s s i o n  is o f  t h e  o p i n i o n  t h a t  the 

t i m i n g  of t h i s  recommendation is s u c h  t h a t  i ts implemen ta t ion  

could deny  ULALP's d u e  process r i g h t  to  be informed of all the 
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issues b e i n g  c o n s i d e r e d  by t h e  C o m m i s s i o n  before t h e  issuance of 

t h i s  Order .  Fu r the rmore ,  s u c h  cap i ta l  is n o t  c o s t - f r e e  inasmuch 

as ULHCP p a y s  interest  t o  t h e  c u s t o m e r s  who make t h e  deposits. 

Therefore, t h e  Commission has rejected t h e  ra te -making  t r e a t m e n t  

for c u s t o m e r  d e p o s i t s  proposed  by t h e  LIRC. 

A l l  o t h e r  e l e m e n t s  of t h e  n e t  o r i g i n a l  cost ra te  b a s e  have  

been accepted as proposed by ULHbP. T h e r e f o r e ,  t h e  Commission 

f i n d s  t h e  appropriate j u r i s d i c t i o n a l  n e t  i n v e s t m e n t  r a t e  base 

devoted to gar3 o p e r a t i o n s  to  be as f o l l o w s :  

Gas P l a n t  i n  S e r v i c e  $51,214,593 
Construction Work i n  Progress 401,054 
Total U t i l i t y  P l a n t  $51,615,647 

Adds 
Materials and Supplies 
Prepayments  
Cash Working Capital  

Subtotal 

$ 617.748 

Deduct: 
Rese rve  f o r  D e p r e c i a t i o n  $15,867,928 
Cus tomer  Advances 778,709 
Accumulated Defe r red  Taxes 2 ,628,395 
3 P e r c e n t  Inves tmen t  Tax C r e d i t  196,067 

Sub to ta l  $19,671,099 

Net I n v e s t m e n t  R a t e  Base $39,915,206 

C a p i t a l i z a t i o n  

A t  t h e  end of the tes t  y e a r ,  ULH&P had i n v e s t o r - s u p p l i e d  

capi ta l  in t h e  a m o u n t  of $97,137,940. I n  acco rdance  with t h e  

d o c i s i o n  made i n  U L H L P ' e  most recent gas rate case, t h e  Commission 

h a s  reduced total company c a p i t a l i z a t i o n  to  ref lect  t h e  abandon- 

ment of t h e  Eagle Creek A q u i f e r  ( " E a g l e  Creek"). Through the end 

of t h e  tes t  year, $ 2 6 2 , 5 0 0  o f  t h e  approx ima te  $1.9 m i l l i o n  
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e x p e c t e d  loss from abandonment had been r e c o v e r e d  t h r o u g h  amorti- 

z a t i o n  c h a r g e s .  Of  t h e  e x p e c t e d  loss,  $1,317,926 

m a t e l y  69.7 p e r c e n t ,  represents ULHcP's c a p i t a l  
2 Eagle  Creek  o n  which no  r e t u r n  s h a l l  be  e a r n e d .  

amount h a s  been  r e d u c e d  by  $183,041 t o  r e f l e c t  t h e  

8 or a p p r o x i -  

i n v e s t m e n t  i n  

However 8 t h i s  

cap i ta l  ULH&P 

h a s  r e c o v e r e d  t h r o u g h  t h e  end  of t h e  t es t  year v i a  amortization 

c h a r g e s .  T h e r e f o r e ,  ULHbP's t o t a l  company c a p i t a l i z a t i o n  has 

been r educed  by $1 ,134 ,885  t o  $96,003,055,  t o  r e f l e c t  b o t h  t h e  

abandonment and p a r t i a l  r e c o v e r y  of t h e  i n v e s t m e n t  i n  Eag le  Creek  

as of t h e  end  o f  t h e  tes t  y e a r .  4 

I n  ULH&P's past  cases t h e  Commission h a s  g e n e r a l l y  a l lo-  

c a t e d  c a p i t a l  between e lec t r ic  and gas operations to  d e t e r m i n e  t h e  

appropriate capi ta l  v a l u a t i o n  for  each t y p e  of u t i l i t y  s e r v i c e .  

Capital a l loca t ion  by  use of t h e  n e t  i nves tmen t  r a t i o  h a s  been t h e  

method most f r e q u e n t l y  employed by t h e  Commission. While ULH&P 

and t h e  Commission i t se l f  have  e x p r e s s e d  c o n c e r n s  a b o u t  t h i s  

method d u e  to t h e  e f f e c t  of f l u c t u a t i o n s  i n  t h e  volume o f  p repay-  

ments ,  t h e  Commission if of t h e  o p i n i o n  t h a t  t h e  u s e  of t h i s  

method is appropriate for  ra te -making  purposes a n d ,  i n  c o n j u n c t i o n  

w i t h  t h e  u s e  o f  t h e  12-month a v e r a g e  f o r  t h e  c a l c u l a t i o n  of gre- 

payments ,  s h o u l d  minimize  t h e  e f f e c t s  of a n y  f l u c t u a t i o n s .  There-  

fore, ULH&P's j u r i s d i c t i o n a l  i n v e s t o r - s u p p l i e d  cap i ta l  d e v o t e d  to  

* ULHGP E x h i b i t  No. 7 ,  p. 1; R e s p o n s e  t o  Commission's O r d e r  
dated July 6 8  1984, Item No. 1. 

$262,500 X .6973 = $183,041. 

$97,1378940 - ($1 ,317 ,926  - $1838041) IC $96,003,055.  ' 
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gag o p e r a t i o n s  is 39.95 p e r c e n t  of t o t a l  c a p i t a l i z a t i o n  based on 

t h e  r a t io  of gas operations ra te  base to t o t a l  company r a t e  b a s s  

a s  de te rmined  i n  Appendix B. The r e s u l t i n g  i n v e s t o r - s u p p l i e d  

c a p i t a l  a s s i g n e d  to  Kentucky gas operations is $38,353,220. 5 

The Commission h a s  i n c r e a s e d  t h i s  $38,353,220 by $2,113,119 

w h i c h  is t h e  amount of Job Development I n v e s t m e n t  Tax C r e d i t  

( " J D I C " )  applicable t o  gas operations. The JDIC has been allo- 

c a t e d  t o  e a c h  component of t h e  cap i ta l  structure on t h e  basis of 
t h e  r a t i o  of e a c h  component to to t a l  c a p i t a l  e x c l u d i n g  JDIC. The 

Commission is of t h e  o p i n i o n  t h a t  this treatment is e n t i r e l y  

c o n s i s t e n t  w i t h  t h e  r e q u i r e m e n t  of t h e  I n t e r n a l  Revenue S e r v i c e  

("IRS") t h a t  JDIC receive t h e  same ove ra l l  r e t u r n  a l l o w e d  o n  

common e q u i t y ,  d e b t  and p r e f e r r e d  s t o c k .  T h e r e f o r e ,  ULH&P's t o t a l  

cap i t a l i za t ion  devoted to Kentucky j u r i s d i c t i o n a l  gas operations 

is $40,466,339.  

Reproduc t ion  C o s t  

ULHbP p r e s e n t e d  a gas  r e p r o d u c t i o n  cost rate base of 

$116,879,204. T h e r e i n  ULH&P e s t i m a t e d  t h e  v a l u e  of p l a n t  i n  

s e r v i c e  and c o n s t r u c t i o n  work i n  p r o g r e s s  ("CWIP") a t  t h e  end  of 

t h e  tes t  y e a r .  The Commission has c o n s i d e r e d  t h i s  v a l u a t i o n  

method and others  as prescribed by KRS 2 7 8 . 2 9 0 .  A s  i n  pas t  pro- 

c e e d i n g s ,  however,  t h e  Commission ha5 g i v e n  p r i m a r y  c o n s i d e r a t i o n  

t o  the n e t  o r i g i n a l  cost and capi ta l  va lua t ion  methods.  

$96 ,003 ,055  X .3995 - $30,353,220.  

Response t o  Commiss ion ' s  Order d a t e d  A p r i l  27, 1984,  Item No. 
11 . 

-8- 



REVENUES AND EXPENSES 

ULHLP'S j u r i s d i c t i o n a l  n e t  o p e r a t i n g  income f r o m  gas opera- 

t i o n s  for t h e  tes t  p e r i o d  was $1,825,083.  To r e f l e c t  current and 

a n t  fcipated o p e r a t i n g  c o n d i t i o n s  for Kentucky j uried fct  ional gas 

o p e r a t i o n s ,  ULHbP proposed several a d j u s t m e n t s  t o  r e v e n u e s  and  

e x p e n s e s  r e s u l t i n g  i n  an a d j u s t e d  n e t  o p e r a t i n g  income of 

$2,195,400. The Commission is of t h e  o p i n i o n  t h a t  t h e  proposed 

a d j u s t m e n t s  are g e n e r a l l y  proper and acceptable for  ra te -making  

purposes with the following modifications: 

Revenue Normalization 

ULAbP proposed to  i n c r e a s e  o p e r a t i n g  r e v e n u e s  by $506,625 

to  re f lec t  norma l i zed  sa les  volumes and pu rchased  gas cost escala- 

tions approved by t h e  Commission t h r o u g h  Case No. 8373-1, 

Purchased Gas Adjustment  F i l i n g  of Union Light, Heat and Power 
Company. The L I R C  objected to t h e  portion of t h e  sales volume 

n o r m a l i z a t i o n  based o n  t h e  d e c l i n e  i n  t h e  number of year-end 

cus tomers  b e c a u s e  it felt t h a t  ULH&P had n o t  demons t r a t ed  e i t h e r  

t h a t  the d e c l i n e  I n  c u s t o m e r s  was abnormal  or t h a t  there was a 

reliable method of predicting t h e  number  of c u s t o m e r s  there w o u l d  

be i n  each rate cls8s when t h o  new rates becoma e f f e c t i v e .  

The Commlsslon f i n d s  t h i a  o b j e c t i o n  to be unfounded. ULHbP 

has n o t  attempted t o  d e m o n s t r a t e  t h a t  t h e  d e c l i n e  in cus tomera  is 

abnormal;  i n  fact, ULH&P has argued t h a t  d e c l i n i n g  sales volumes 

due to t h e  loss of c u s t o m e r s  is becoming a r e g u l a r  o c c u r r e n c e  f o r  

a gas d i s t r i b u t i o n  company. Moreover,  t h e  Commission's use of a 

historical test year e f f e c t i v e l y  p r e c l u d e s  the u s e  of a d j u s t m e n t s  

associated w i t h  predicted c u s t o m e r  l e v e l s  and makes any  s u c h  
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p r e d i c t i o n  of l i t t l e  value.  T h e r e f o r e ,  t h e  Commission has 

a c c e p t e d  the a d j u s t m e n t  proposed by ULACP.  However, i n  f u t u r e  

cases i n  which a loss  of customers has occurred, t h e  Commission 

w i l l  e x p e c t  ULHCP t o  e x p l a i n  w h a t  steps it is  t a k i n g  t o  r e t a i n  i ts 

customer load. 

Normalized Cost of G a s  

ULHCP proposed t o  decrease i ts  test-year gas cost by 

$96,072 t o  r e f l e c t  n o r m a l i z e d  gas p u r c h a s e s  and pu rchased  gas  cost 

e s c a l a t i o n s  r e c o g n i z e d  by t h e  Commission t h r o u g h  Case No. 8373-1. 

Dr. Weaver recommended an a d j u s t m e n t  t o  reduce gas e x p e n s e  by 

$1,413 t o  e l i m i n a t e  t h e  labor costs associated w i t h  t h e  o p e r a t i o n  

of t h e  E r l a n g e r  G a s  P l a n t  s i n c e  t h a t  p l a n t  was n o t  p r e s e n t l y  b e i n g  

u t i l i z e d .  Mr. R i c h a r d  Lonneman, a r e t u r n  a n a l y s t  i n  CGhE’s R a t e  

and  Economic Research  Department ,  s t a t e d  t h a t  t h e s e  e x p e n s e s  were 

n o t  recoverable t h r o u g h  gas cost e s c a l a t i o n s  a n d ,  t h e r e f o r e ,  t h e y  

could only be r e c o v e r e d  t h r o u g h  base rates;  f u r t h e r m o r e ,  t h i s  

amount r e p r e s e n t e d  a n  a l l o c a t i o n  of labor costs which are c h a r g e d  
7 to other a c c o u n t s  when t h e  E r l a n g e r  p l a n t  is n o t  o p e r a t i o n a l .  

The Commission c o n c u r s  w i t h  M r .  Lonneman’s a s s e s s m e n t  and hers 

r e j e c t e d  Dr. Weaver’s a d j u s t m e n t .  

Gas Transmiss ion  Revenues 

During and  s u b s e q u e n t  to t h e  tes t  y e a r ,  ULH&P entered i n t o  

c o n t r a c t s  w i t h  three i n d u s t r i a l  c u s t o m e r s  for t h e  t r a n s p o r t a t i o n  

of gas purchased  from o ther  companies  a t  a ra te  of 50 c e n t s  per 

’ T r a n s c r i p t  of Evidence (“T.E.-), August 28, 1984, pp. 262-263. 
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Mcf. D u r i n g  t h e  t e s t  y e a r  ULHCP t r a n s p o r t e d  4 , 4 2 7  H e f ,  t h e r e b y  

g e n e r a t i n g  $2,214 i n  r e v e n u e s .  For t h e  period from January 1984 

t h rough  July 1984, ULHLP t r a n s p o r t e d  an  a d d i t i o n a l  5 9 , 6 8 7  H c f  

which g e n e r a t e d  r e v e n u e s  of $29,844.  The AG proposed t h a t  these 

a d d i t i o n a l  post-test-year r e v e n u e s  be i n c l u d e d  i n  t h e  Commiaeion's 

r evenue  r e q u i r e m e n t s  d e t e r m i n a t i o n .  

ULRbP i n d i c a t e d  t h a t  i t s  t r a n s p o r t a t i o n  r e v e n u e s  would b e  

d e p e n d e n t  upon the price of a l t e r n a t i v e  f u e l s  for t h e s e  Cus tomers  

and t h a t  i t  could n o t  predict how much gas it  might t r a n s p o r t  in 

t h e  f u t u r e .  However, ULHQP also i n d i c a t e d  t h a t  i ts t r a n s p o r t a t i o n  

r e v e n u e s  would b e n e f i t  i ts other c u s t o m e r s  s i n c e  t h o s e  r e v e n u e s  

would be used t o  recover fixed charges and expenses. 

The Commission is of t h e  o p i n i o n  t h a t  ULH&P is e n t e r i n g  

i n t o  t h e  t r a n s p o r t a t i o n  sales m a r k e t  w i t h  the a n t i c i p a t i o n  of 

r e g a i n i n g  some of t h e  sa les  t h a t  have  been  lost to  cheaper f u e l s  

i n  r e c e n t  y e a r s .  However, a t  t h i s  p o i n t  i n  t i m e ,  t h e  amount of 

such sales is h i g h l y  u n c e r t a i n  and any  a d j u s t m e n t  based  on post- 

t e s t - y e a r  sales volumes does n o t  s a t i s f y  t h e  known and measurable 

cri terion the Commission n o r m a l l y  applies.  T h e r e f o r e ,  the Commis- 

sion has  n o t  a c c e p t e d  the A G ' s  recommendation to  i n c r e a s e  ULHrP'e 

revenues based on t h e  level of t r s n s p o r t s t i o n  ssloe made after the 

t e a t  y e a r .  However, t h e  Commission r e c o g n i z e s  t h a t  t h e  p o t e n t i a l  

ex is t s  f o r  a h i g h  leve l  of future t r a n s p o r t a t i o n  sales which would 

g e n e r a t e  post-test-year r evenue .  Consequen t ly ,  €or each 

t r a n s p o r t a t i o n  c o n t r a c t  p r e s e n t l y  on f i l e  w i t h  t h e  Commission and 

for each o n e  s u b s e q u e n t l y  f i l e d ,  ULHbP s h o u l d  file a s c h e d u l e  

showing the projected month ly  volumes of gas t o  be transported 
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d u r i n g  t h e  12 months s u b s e q u e n t  to t h e  f i l i n g .  The Commission 
w i l l  m o n i t o r  these echedulae  a l o n g  w i t h  ULHCP'S monthly  f i n a n c i a l  

s t a t e m e n t s  and t a k e  s u c h  act ion as  may be a p p r o p r i a t e .  

I n j u r i e s  and Damages 

ULH&P proposed  a n  a d j u s t m e n t  of $10,598 to  increase i t s  

expense for injuries and damages t o  reflect the 10-year average 

expense  e x c l u s i v e  of e x t r a o r d i n a r y  o c c u r r e n c e s .  Such a n  a d j u s t -  

ment i e  c o n s i s t e n t  w i t h  t h e  Commission's d e c i s i o n  i n  ULHCP'8 most 

r e c e n t  gas  r a t e  case. L I R C  proposed a n  a l t e r n a t i v e  a d j u s t m e n t  

based on t h e  e x c l u s i o n  of $160,000 of r e s e r v e s  f o r  pend ing  claims 

i n c u r r e d  d u r i n g  t h e  l a s t  1 0  years  w h i c h  would reduce e x p e n s e s  b y  

$5,402.  

I n  i ts b r i e f  ULHhP s t a t ed  t h a t  t h e  t y p e s  of claims it h a s  

r e f l e c t e d  for  p e r s o n a l  i n j u r y  and p r o p e r t y  damage are common i n  

t h e  gas l n d u a t r y .  ULHCP also con tended  t h a t  no e v i d e n c e  was 

i n t r o d u c e d  to show i ts  e x p e n s e s  t o  be e x t r a o r d i n a r y  or i ts  r e s e r v e  

f o r  i n j u r i e s  and damages to  be  u n r e a s o n a b l e .  

The Commission is of t h e  o p i n i o n  t h a t  t h e  a d j u s t m e n t  pro- 

posed by ULHGP is proper. A l t h o u g h  LIRC c o n t e n d s  t h a t  t h e  

reserves, and t h e  associated c l a i m s ,  are n o t  of a r o u t i n e  n a t u r e ,  

it p r e s e n t e d  no  e v i d e n c e  i n  support of t h i s  c o n t e n t i o n .  The f a c t  

t h a t  r e s e r v e s  have  been  set  a s i d e  does n o t  c o n f i r m  t h a t  extra- 

o r d i n a r y  c i r c u m s t a n c e s  are i n v o l v e d .  T h i s  Commission r e g u l a t e s  

many gas u t i l i t i o r  which a re  e u h j e c t  t o  claims of i n j u r y  or damago 

on  a regular  basis .  Absen t  a n y  e v i d e n c e  t h a t  t h e  claims a g a i n s t  

ULRLP are unusua l  and n o n - r e c u r r i n g ,  t h e  Commissfon h a s  r e j e c t e d  

LIRC'e proposal and accepted t h e  a d j u s t m e n t  propoeed by ULHLP. 
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Donations 

ULH&P proposed a n  a d j u s t m e n t  to  i n c r e a s e  o p e r a t i n g  e x p e n s e a  

by $16,657 t o  r e f l e c t ,  i n  i ts  cost of service, t h e  expenee for 

donations made dur ing  the test year. M r .  Lonneman s ta ted  t h a t  

these d o n a t i o n s  were n e c e s s a r y  for ULHCP to  f u n c t i o n  as a good 

c i t i z e n  w i t h i n  i ts  s e r v i c e  area.* Wr. Lonneman, however, d i d  n o t  

p r e s e n t  a n y  s u b s t a n t i v e  e v i d e n c e  t h a t  t h e s e  d o n a t i o n s  bene f i t  

ULHhP's customers. The Commission h a s  c o n s i s t e n t l y  d e n i e d  t h e  

i n c l u s i o n  of d o n a t i o n s  a s  a n  o p e r a t i n g  e x p e n s e  for ra te -making  

purposes and f i n d s  t h a t  ULHbrP has p r e s e n t e d  n o  e v i d e n c e  i n  t h i s  

p r o c e e d i n g  t o  cause a d e p a r t u r e  f r o m  t h i s  p o l i c y .  Therefore, t h e  

proposed a d j u s t m e n t  has been  d e n i e d .  

I n s t i t u t i o n a l  A d v e r t i s i n g  

Dur ing  t h e  t e s t  year ULHLP i n c u r r e d  advertis ing expenses 

applicable t o  gas o p e r a t i o n s  in t h e  amount  of $43 ,375 .  In accord- 

a n c e  w i t h  807 KAR 5:016, ULH&P proposed to  e l i m i n a t e ,  f o r  rate- 

making purposes, $24,983 of this amount for i n s t i t u t i o n a l  a d v e r -  

t i s i n g .  The AG, t h r o u g h  D r .  Weaver, recommended t h e  e l i m i n a t i o n  

of t h e  r e m a i n i n g  $18,392 of t h e  a d v e r t i s i n g  e x p e n s e  on  t h e  g r o u n d s  

t h a t  ULHbP had n o t  shown s u c h  e x p e n s e  w a s  for c o n s e r v a t i o n  

a d v e r t i s i n g  as had been claimed. 

I n  previous cases the Commission h a s  t h o r o u g h l y  a n a l y z e d  

U L H s P ' s  e x p e n s e  for c o n s e r v a t i o n  a d v e r t i s i n g ,  b o t h  i n  magni tude  

and c o n t e n t ,  end found no fault therein. Tha amount reported for 

c o n s e r v a t i o n  a d v e r t i s i n g  by ULHsP d u r i n g  t h e  tes t  y e a r  compares 

* fnnneman Prepared Test imony,  p. 8 .  
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favorably w i t h  t h e  amounts of $18,855 and $17,893 reported 

respect ively i n  t h e  years 1 9 8 1  and  1982, immedia te ly  prior to the 

test  year. T h e r e f o r e ,  i n  l i g h t  of t h r  C o m m i ~ s i o n ~ s  previous 

a n a l y s i s  and a b s e n t  a n y  specific showing t h a t  t h e  a m o u n t s  c l a i m e d  

by ULH&P f o r  conse rva t ion  a d v e r t i s i n g  were i n c u r r e d  f o r  o t h e r  

purposes, t h e  Commission h a s  r e j e c t e d  t h e  a d j u s t m e n t  proposed by 

t h e  AG and a c c e p t e d  ULR&Pgs a d j u s t m e n t  t o  e l i m i n a t e  $24 ,983  i n  

e x p e n s e  for i n s t i t u t i o n a l  a d v e r t i s i n g .  

Allowance for Funds U s e d  Dur ing  C o n s t r u c t i o n  

During t h e  tes t  y e a r  ULH&P reported t h e  c a p i t a l i z a t i o n  of 

$25,276 as a n  a l l o w a n c e  f o r  f u n d s  used d u r i n g  c o n s t r u c t i o n .  ULHCP 

i n d i c a t e d  t h a t  $397,671 of its year-end b a l a n c e  of CWIP was e l i g i -  

ble for allowance for f u n d s  used d u r i n g  cons t ruc t ion  ( .AFUDC") 

treatment. However, $163,260 of this amount r e p r e s e n t e d  p l a n t  

which  w a s  comple ted  and placed i n  service pr io r  to  t h e  end  of t h e  

t e s t  year a l t h o u g h  t h e  r e l a t e d  a c c o u n t i n g  e n t r i e s  w e r e  n o t  made 

u n t i l  a f t e r  t h e  tes t  year. 9 

It is t h e  p o l i c y  of t h e  Commission to  calculate  AFUDC for 

rate-making p u r p o s e s  u s i n g  the year-end balance o f  CWIP and the 

overall  rate of r e t u r n  found r e a s o n a b l e .  I n  t h i s  i n s t a n c e  ULHCP 

has a s k e d  t h e  Commission to  i g n o r e  b o t h  of these factors and make 

no a d j u s t m e n t  to  AFUDC. I n  r e s p o n d i n g  t o  t h i s  request, t h e  

Commission reiterates i t a  purpose i n  establishing a year-end rate 

base :  to e s t a b l i a h  the value of inves tment  i n  u t i l i t y  property a t  

Revised Response 
1 7  

to  Commission's O r d e r  dated J u n e  12, 1984,  p. 
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a specific p o i n t  i n  t i m e .  ULH&P has r e q u e s t e d  t h a t  t h e  Commission 

r e c o g n i z e  the pos t - tes t  y e a r  r e d u c t i o n  t o  CWIP w i t h o u t  r e c o g n i z i n g  

a n y  a d d i t i o n s  thereto. Such r e c o g n i t i o n  w o u l d  be e x t r e m e l y  o e l e c -  

t i v e  and i n c o n s i s t e n t  w i t h  t h e  Commission 's  a d h e r e n c e  t o  t h e  con- 

cept of a h i s t o r i c a l  t es t  year. ULH&P r e q u e s t e d  s u c h  a d h e r e n c e  

c o n c e r n i n g  t h e  l e v e l  of prepaymen t s  i n c l u d e d  i n  ra te  base b u t  asks 

t h e  Commission t o  i g n o r e  t h e  self-same c o n c e p t  a s  regards t h e  

c a l c u l a t i o n  of AFUDC. The Commission f i n d s  no  bas i s  for such 

a c t i o n  a n d ,  t h e r e f o r e ,  w i l l  a d h e r e  t o  its e s t a b l i s h e d  p o l i c y .  

T h e r e f o r e ,  based o n  t h e  o v e r a l l  rate of r e t u r n  found rea- 

s o n a b l e  h e r e i n ,  t h e  Commission has i n c r e a s e d  U L H & P ' s  n e t  o p e r a t i n g  

income by $22,329 t o  r e f l e c t  pro forma AFUDC of $47,605 f o r  rate- 

making purposes. 

R e s i d e n t i a l  Conse rva t ion  Service Program 

Dur ing  t h e  tes t  y e a r ,  ULHQP'S r e s i d e n t i a l  c o n s e r v a t i o n  

s e r v i c e  ( m R C S m )  program r e s u l t e d  i n  o p e r a t i n g  e x p e n s e s  o f  $119,148 

and g e n e r a t e d  r e v e n u e s  o f  $17,055.  D r .  Weaver recommended t h a t  

t h e  e x p e n s e s  associated w i t h  t h e  RCS program be a m o r t i z e d  o v e r  5 

y e a r s  s i n c e  t h e y  d i d  n o t  recur on a r e g u l a r  basis.  I n  r e s p o n s e  to  

a d a t a  request made a t  t h e  h e a r i n g  o f  August  28 ,  1984,  ULH&P f i l e d  

an a n a l y s i s  of its a c t u a l  r e v e n u e s  and e x p e n s e s  associated w i t h  

the RCS program i n  1983 and projected r e v e n u e s  and e x p e n s e s  for 

the y e a r s  1984 t h r o u g h  1986. The r e s u l t s  o f  t h i s  a n a l y s i s  i n d i -  

cate  t h a t  t h e  test  y e a r  e x p e n s e s  a s s o c i a t e d  w i t h  t h e  RCS program 

are s i g n i f i c a n t l y  greater t h a n  t h e  projected f u t u r e  amounts .  

The Commission is of the o p i n i o n  t h a t  a n  a d j u s t m e n t  ehou ld  

be made t o  i n s u r e  t h a t  ULHhP r e c o v e r 8  t h e  ongo ing  costs associated 
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w i t h  t h e  RCS program, b u t  which p r e v e n t s  any  ove r - r ecove ry  t h a t  

could result from reflecting an abnormal amount of expense in the 

a d j u s t e d  t e s t - y e a r  o p e r a t i n g  expenses .  ULHbP r e c o g n i z e d  t h a t  t h e  

test  year e x p e n s e  was e x t r a o r d i n a r y  and i n  i t s  p o s t - h e a r i n g  br ie f  

proposed a n  a d j u s t m e n t  which amor t i zed  t h e  test y e a r  r e v e n u e s  and 

e x p e n s e s  over 3 y e a r s  w h i l e  i n c l u d i n g  t h e  a n n u a l  a v e r a g e  r e v e n u e  

and expense  projected for  t h e  years 1984 th rough  1986. The 

Commission is of t h e  o p i n i o n  t h a t  to  allow t h e  amort izat ion of t h e  

tes t  y e a r  e x p e n s e  w o u l d  u n f a i r l y  burden  r a t e p a y e r s  b y  r e f l e c t i n g  

i n  rates a n  abnormal l e v e l  of expense  which w i l l  n o t  be  i n c u r r e d  

prospectively. T h e r e f o r e ,  t h e  Commission h a s  made a n  a d j u s t m e n t  

to  r e d u c e  r e v e n u e s  by $12,695 and e x p e n s e s  by $90,948 t o  r e f l e c t  

the average RCS r e v e n u e s  and e x p e n s e s  for t h e  years 1984 t h r o u g h  

1986. 

Wages and Salaries 

In I t a  o r i g i n a l  a p p l i c a t i o n  ULHCP proposed  a n  a d j u s t m e n t  of 

$201,318 t o  n o r m a l i z e  wage and s a l a r y  increases occurr ing d u r i n g  

t h e  test p e r i o d  and t h r o u g h  A p r i l  1, 1984. Such i n c r e a s e s ,  

o c c u r r i n g  d u r i n g  t h e  tes t  y e a r  and w i t h i n  3 months of t h e  end o f  

t h e  test  y e a r ,  r e s u l t e d  i n  i n c r e a s i n g  ULHsP's labor  costs by  

approximately 5 p e r c e n t .  No i n t e r v e n o r  o b j e c t e d  to this 

a d j u s t m e n t  and t h e  Commission is of t h e  o p i n i o n  t h a t  t h e  i n c l u s i o n  

of 8uch costs is r e a s o n a b l e  and a p p r o p r i a t e  for ra te -making  

pu rposes .  

On August  17, 1984 ,  ULHsP f i l e d  a s u p p l e m e n t a l  a d j u e t m e n t  

to  reflect  wage i n c r e a s e s  wh ich  became e f f e c t i v e  i n  May and J u n e ,  

1984, in t h e  amount of $269,257. These i n c r e a s e s  went i n t o  effect  
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a p p r o x i m a t e l y  5 months beyond t h e  end of t h e  tes t  year. I n  f i l i n g  

t h i e  Supplementa l  a d j u s t m e n t  only 11 day8 prior to  the hearing of 

t h i s  case, ULH&P d i d  n o t  i n c r e a s e  i t s  r e q u e s t e d  r e v e n u e s  b u t  a s k e d  

t h a t  t h e  Commission c o n s i d e r  t h i s  a d j u s t m e n t  i n  d e t e r m i n i n g  

revenue  r e q u i r e m e n t s .  Hr. Lonneman s t a t e d  t h a t  t h e  de l ay  i n  

f i l i n g  t h e  a d j u s t m e n t  was t h a t  i t  was easier for t h e  Commission 

and ULHCP t o  w a i t  u n t i l  before t h e  h e a r i n g .  1 0  

The Comnissfon, i n  Case No. 8924, The Adjustment of Rates 

of L o u i s v i l l e  Gas and Electric Company, e s t a b l i s h e d  a p o l i c y  of 

d i s a l l o w i n g  a d j u s t m e n t s  proposed a f t e r  t h e  f i l i n g  of t h e  o r i g i n a l  

a p p l i c a t i o n .  T h e r e i n ,  t h e  Commission found t h a t  l a t e  f i l e d  

a d j u s t m e n t s  h a m p e r  both t h e  Commission's and i n t e r v e n o r s '  

investigations of the case as well as raise the question of 

whethe r  i n t e r v e n o r s  are a f f o r d e d  d u e  process i n  i n s t a n c e s  such  as 

t h e s e  . 
Supp lemen ta l  a d j u s t m e n t s  s u c h  as these , s u b m i t t e d  l a t e  i n  

the p r o c e e d i n g  , are becoming more f r e q u e n t .  G e n e r a l l y  these 

a d j u s t m e n t s  r e f l e c t  a n  a d d i t i o n  to expense  without a r e q u e s t  for 

a d d i t i o n a l  r e v e n u e s  or i n c r e a s e d  rates to c o v e r  t h e s e  expenses. 

Tt is apparent t h a t  I n  many cases a d d i t i o n a l  revenue8 a re  n o t  
r e q u e s t e d  b e c a u s e  s u c h  a r e q u e s t  would n e c e s s i t a t e  t h e  f i l i n g  of 

new rate s c h e d u l e s  and would result in a new 5-month s u s p e n s i o n  

period b e i n g  i m p o s e d .  I t  is, t h e r e f o r e ,  t h e  Commission 's  opinion 

t h a t  ULHCP'S decision n o t  to  increacre ita requented r e v e n u e s  b y  

the amount of t h e  s u p p l e m e n t a l  expense  a d j u s t m e n t  p r e c l u d e 8  any 

lo T.E., A u g u s t  28, 1984,  p. 0 4 .  
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a f f i r m a t i v e  c o n s i d e r a t i o n  o f  t h e  a d j u s t m e n t .  Fu r the rmore  8 

adjustments ruch as these which ref lect  changea  o c c u r r i n g  s e v e r a l  

months a f t e r  t h e  t e s t  year are  not consistent w i t h  t h e  concept of 

a his tor ica l  t e a t  year and  the m a t c h i n g  of e a r n i n g ,  rate baee and 

c a p i t a l .  Therefore, t h e  Commission h a s  accepted ULH&Pws o r i g i n a l  

a d j u s t m e n t  to wages and salaries expense but has denied the 

s u p p l e m e n t a l  a d j u s t m e n t  f i l e d  August 1 7 ,  1984. 

U n c o l l e c t i b l e  A c c o u n t s  

I n  t h i s  case, as i n  p a s t  cases, ULHCP i n c l u d e d  i n  i ts  

r e q u e s t e d  r e v e n u e  i n c r e a s e  a comrnenaurate i nc r same  i n  i t a  

p r o v i s i o n  for uncol lec t ib le  accounts baaed upon i t s  t e a t  year 

p r o v i s i o n  for  u n c o l l e c t i b l e s  viewed as a p e r c e n t a g e  of t o t a l  

r evenues .  Dr. Weaver a r g u e d  t h a t  t h e  c u r r e n t  economic  r e c o v e r y  

shou ld  cause a r e d u c t i o n  i n  t h e  p e r c e n t a g e  p r o v i s i o n  and e l i m i n a t e  

t h e  need for  a n  a d j u s t m e n t  s u c h  as this. However, D r .  Weaver 

performed no a n a l y s i s  of t h e  c o n d i t i o n  of t h e  economy i n  ULHcP's 

service urea t o  support  his c o n c l u s i o n .  T h e r e f o r e ,  the Commismion 

h a s  rejected h i s  argument a g a i n s t  any a d j u s t m e n t  t o  t h e  t e s t  y e a r  

p r o v i s i o n  €or u n c o l l e c t i b l e s .  However, t h e  Commission l i k e w i s e  

h a s  rejected ULH&P's a d j u s t m e n t  o n  t h e  g r o u n d s  t h a t  t h e  tes t  year 

p e r c e n t a g e  of u n c o l l e c t i b l e s  w a s  abnorma l ly  h i g h  a n d ,  therefore, 

not representative for rate-making purposes. The tes t  year 

p r o v i s i o n  for u n c o l l e c t f b l e s ,  a s  a p e r c e n t a g e  of t o t a l  r e v e n u e s ,  

equaled 1.08 percent. The a v e r a g e  f o r  the 5 y e a r s  p r e c e d i n g  t h e  

test  y e a r  is .76 p e r c e n t ,  w h i l e  for t h e  3 m o s t  r e c e n t  c a l e n d a r  

years, i n c l u d i n g  t h e  test year, t h e  average is .92 p e r c e n t .  The 

3-year average does reflect  an upward t r e n d  i n  t h e  p r o v i s i o n  for 
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u n c o l l e c t i b l e s  and t h e  Commission h a s  a c c e p t e d  s u c h  a n  a v e r a g e  i n  

o t h e r  cases;" therefore, t h e  Commission w i l l  d e t e r m i n e  ULHslP's 

revenue  r e q u i r e m e n t  u s i n g  . 9 2  p e r c e n t  a s  t h e  b a s i s  for  t h e  

increaee i n  uncollectible accounts. 

Abandonment of Eag le  Creek A q u i f e r  

I n  ULH&P's l a s t  gas  ra te  case, C a s e  No. 8373, t h e  C o m m i s -  

s i o n  approved t h e  abandonment of Eag le  Creek a t  a projected cast 

of $1,890,054, w i t h  saia cost to be amor t i zed  over a period of 12 

y e a r s .  Due to t h e  u n c e r t a i n t y  of s o m e  of t h e  projected costs, the 

Commission i n d i c a t e d  t h a t  it would r e v i e w  t h e  a c t u a l  cost of 

abandonment i n  U L H c P ' s  n e x t  g e n e r a l  ra te  case. 

A t  t h i s  time ULHhP h a s  r e v i s e d  i t s  estimates and is projec- 

t i n g  a t o t a l  cos t  of abandonment,  t o  be i n c u r r e d  th rough  t h e  y e a r  

1987, of $1,899,144, or $9,090 above  t h e  p r e v i o u s  estimate. 

ULHCP'S w i t n e s s ,  Mr. LOnneman, recommended t h a t  no  change  be made 

i n  t h e  month ly  a m o r t i z a t i o n  u n t i l  t h e  f i n a l  costs are known w i t h  

t h e  d i f f e r e n c e  between a c t u a l  and e s t i m a t e d  costs t h e n  b e i n g  

amor t i zed  over t h e  r ema in ing  period of a m o r t i z a t i o n .  

Due to  t h e  f a c t  t h a t  some costs c o n t i n u e  t o  be est imates  

and s i n c e  t h e  r e v i s e d  e s t i m a t e s  reflect  s u c h  a s m a l l  change  f r o m  

t h e  p r e v i o u s  estimate,  t h e  C o m m i s r ~ i o n  is of t h e  opinion t h a t  no 

change In t h e  month ly  a m o r t i z a t i o n  amoun t  f a  n e c e s s a r y  at this 

time. However, the Cornmiasion w i l l  r e v i e w  a c t u a l  and projected 

costs of the abandonment d u r i n g  ULH&P's  n e x t  gas rate case and 

l1 Case Nos. 8429 and 8734, Adjustment  of Rates of Kentucky B o w e r  
Company ( 'Kentucky Power"). 
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d e t e r m i n e  what  a d j u s t m e n t ,  if any ,  may be appropriate a t  t h a t  

t i m e .  

I n t e r e s t  S y n c h r o n i z a t i o n  

ULHcP's i n t e r e s t  e x p e n s e  a p p l i c a b l e  t o  Kentucky j u r i s d i c -  

t i o n a l  gas o p e r a t i o n s  d u r i n g  t h e  t es t  p e r i o d  was $1,396,213.  

H i s t o r i c a l l y  for ra te -making  p u r p o s e s  t h e  Commission has  imputed 

in te res t  e x p e n s e  o n  t h e  p o r t i o n  of JDIC a s s i g n e d  t o  t h e  d e b t  

components of t h e  capi ta l  s t r u c t u r e  and t r e a t e d  t h e  i n t e r e s t  as a 

d e d u c t i o n  in computing f e d e r a l  income t a x  e x p e n s e  a l l o w e d  i n  t h e  

cost of s e r v i c e .  M r .  Lonneman q u e s t i o n e d  t h i s  practice and  

e x p r e s s e d  h i s  c o n c e r n  t h a t  such  t r e a t m e n t  c o u l d  j e o p a r d i z e  t h e  

f u t u r e  a v a i l a b i l i t y  of J D I C  t o  ULB&P. 

ULH&P is b u t  one  of s e v e r a l  u t i l i t i e s  which have d i s a g r e e d  

w i t h  t h i s  ra te -making  t r e a t m e n t  i n  r e c e n t  y e a r s .  One of these, 

C o n t i n e n t a l  Te lephone  Company ( " C o n t i n e n t a l "  ) 8 h a s  had two cases 

on appeal i n  t h e  Kentucky C o u r t  of A p p e a l s  unde r  Docket  Nos. 

82-CA-2657-MR and 83-CA-431-MR i n  which one of t h e  issues was t h e  

Commission's t r e a t m e n t  of J D I C .  On A p r i l  138 1984,  t h e  C o u r t  of 

Appeals i s s u e d  c o n t r a d i c t o r y  o p i n i o n s  i n  t h e  t w o  cases and 

d i r e c t e d  t h a t  t h e  m a t t e r  be pursued  i n  the Kentucky Supreme C o u r t .  

Those casea are now b e f o r e  t h e  Supreme Court and a final decision 
is e x p e c t e d  s o m e t i m e  n e x t  year. Having r e c e i v e d  c o n t r a d i c t o r y  

opinions from the C o u r t  of Appeals, t h e  Commission has r e s e r v e d  

this matter in other cases pending a final judicial decision on 

t h i a  m a t t e r .  The i n i t i a l  cage i n  which s u c h  ac t ion  wan t a k e n  was 

Case No. 8734,  Kentucky Power. In t h a t  p r o c e e d i n g ,  a t  the requast 

of Kentucky Power to  a v o i d  a n y  a d d i t i o n a l  j u d i c i a l  r e v i e w  on  t h i s  
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issue, t h e  Commission stated t h a t  s h o u l d  t h e  f i n a l  j u d i c i a l  

o p i n i o n  i n  t h e  C o n t i n e n t a l  cases be a d v e r s e  t o  t h e  Commission's 

p o s i t i o n ,  it would t h e n  c o n s i d e r  a ra te  a d j u s t m e n t  to g e n e r a t e  the 

r evenues  associated w i t h  t h e  debt component of JDIC. 

The Commission c o n t i n u e s  to be of t h e  o p i n i o n  t h a t  i ts pas t  

t r e a t m e n t  of JDIC is proper and c o n s i a t e n t  w i t h  IRS r e g u l a t i o n s  

and s u c h  t r e a t m e n t  w i l l  be c o n t i n u e d  i n  this proceeding. Howeverr 

as in Case No. 8734,  t h e  p rovis iom of t h i s  Order  s h o u l d  e l i m i n a t e  

t h e  need for appeal of t h i s  m a t t e r  a t  t h e  j u d i c i a l  l e v e l .  There- 

fore, ULH&P is hereby apprised t h a t  s h o u l d  t h e  f i n a l  j u d i c i a l  

o p i n i o n  i n  the cass(s) of C o n t i n e n t a l  b e  adverse to the Commie 

sion's p o s i t i o n  on i n t e r e s t  associated w i t h  JDIC, t h e  Commission, 

upon its receipt of a n  appropriate a p p l i c a t i o n  by ULH&P, w i l l  

order a ra te  a d j u s t m e n t  t o  g e n e r a t e  t h e  associated revenues  which 

have been d e n i e d  h e r e i n .  

A t  t h i s  time, i n  accordance w i t h  pas t  practice, t h e  Commis- 

s i o n  h a s  applied t h e  applicable cost ra tes  t o  t h e  J D I C  a l located 

to  t h e  d e b t  components of t h e  capi ta l  s t r u c t u r e .  Using the 

a d j u s t e d  capi ta l  structure allowed h e r e i n ,  the Commission ha6 

COmpUted en 1nt.otart a d j u s t m o n t  of 8718,242 which results in a 

r e d u c t i o n  t o  income t a x e s  of $353,662. 

A f t e r  a p p l y i n g  t h e  combined e ta te  and federal income t a x  

rate of 4 9 . 2 4  p e r c e n t  to  t h e  accepted pro forma a d j u s t m e n t s ,  t h e  
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Commission f i n d s  t h a t  o p e r a t i n g  income s h o u l d  be i n c r e a s e d  b y  

$576,854 to $2,401,937. 

ULHbP's a d j u s t e d  n e t  o p e r a t i n g  income is as follows: 

T e s t  Year T e s t  Year 
A c t u a l  Ad jus tmen t s  A d j u s t e d  

Opera t ing  Revenues $70,283,919 $493,234 $70,777,153 
O p e r a t i n g  Expenses 6 8 , 4 8 4 , 1 1 2  (61 ,291)  68 ,422 ,821  
AFUDC O f f s e t  25,276 22,329 47 ,605  

N e t  O p e r a t i n g  Income $ 1 ,825 ,083  $576,854 $ 2,401,937 

CAPITAL STRUCTURE 

Mr. J a m e s  R. Xosley ,  A s s i s t a n t  T r e a s u r e r  of CGGE and i t s  

s u b s i d i a r i e s ,  recommended u s i n g  C G f i E ' s  c o n s o l i d a t e d  end-o f - t e s t -  

y e a r  c ap i t a l  s t r u c t u r e  for t h e  purpose of d e t e r m i n i n g  the o v e r a l l  

cost of capi ta l  to ULH&P. l2 That capi ta l  s t r u c t u r e  contains 36 

percent  common e q u i t y ,  11.8 p e r c e n t  preferred s t o c k  and  52 .2  

percent debt .  Dr. Weaver also recommended u s i n g  C G s l E ' s  

consolidated end-of-test-year capi ta l  structure. l3  The Commission 

is of t h e  o p i n i o n  that CG&E's c o n s o l i d a t e d  e n d - o f - t e s t - y e a r  

c a p i t a l  s t r u c t u r e  is r e a s o n a b l e .  

RATE OF RETURN 

C o s t  of D e b t  

Wr. Hosley  proposed a 9 p e r c e n t  cost of p r e f e r r e d  s t o c k  end 

a 10 .01  p e r c e n t  cost  of d e b t  w h i c h  w e r e  the embedded costs for 

~ ~~ 

l2 Mosley Prepared Tes t imony,  p. 1. 

l3 Weaver P r e p a r e d  Tes t imony,  p. 2. 
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c o n s o l i d a t e d  CG&E. l4 D r .  Weaver also recommended u s i n g  a 9 

percent cost of p r e f e r r e d  s t o c k  and a 10.01  p e r c e n t  cost of 

debt.15 The Commission is of t h e  o p i n i o n  t h a t  t h e  embedded costs 

are r e a s o n a b l e .  

cost of E q u i t y  

Mr. Mosley proposed a 19.4  to 20.9 percent r e t u r n  on equity 

for c o n s o l i d a t e d  CG&E based on  a d i s c o u n t e d  c a s h  flow ("DCP") 

a n a l y s i s  and  a r i s k  premium a n a l y s i s .  l6 H e  performed a DCF 

a n a l y s i s  for  CG&E and for composites of BB and BBB r a t e d  electric 

utilities. Hr. Mosley t h e n  performed a r i s k  p r e m i u m  a n a l y s i s  t o  

check  the r e a s o n a b l e n e s s  of his DCF c a l c u l a t i o n s .  He was of t h e  

o p i n i o n  t h a t  ULH&P s h o u l d  b e  allowed to  e a r n  t h e  same o v e r a l l  ra te  

of r e t u r n  as  CG&E b e c a u s e  ULHCP is a v i r t u a l l y  wholly-owned 

s u b s i d i a r y  of CG&E. In i ts  b r i e f ,  U L H & P  stated t h a t  i ts  

1 7  r e l a t i v e l y  h i g h  r i s k  w a s  e v i d e n c e d  by  i ts  BBB bond r a t i n g .  

Applying Mr. Hosley's composite cost of c a p i t a l ,  f o r  C o n s o l i d a t e d  

CG&E, t o  U L H & P ' s  capi ta l  s t r u c t u r e  p r o d u c e s  a 17.3 t o  18.4 percent 

return on equity. 18 

l4 

l5 

l6 

l7 ULRhP's b r i e f ,  p. 30. 
l8 

Hosley Prepared Testimony, p. 1. 

Weaver Prepared Test imony,  p. 26 .  

Mosley P r e p a r e d  Testimony, p. 1. 

Mosley Prepared Tes t imony,  p. 4 .  
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The Commission h a s  c e r t a i n  r e s e r v a t i o n s  r e g a r d i n g  Hr. 

Mosley's cost of e q u i t y  a n a l y s i s .  All of the BB rated electric 

u t i l i t i e s  and a m a j o r i t y  of t h e  BBB rated e lectr ic  u t i l i t i e s  

selected by M r .  Mosley are i n v o l v e d  w i t h  n u c l e a r  projects. l9 CGLE 

i t s e l f  is i n v o l v e d  w i t h  t h e  Z i m r n e r  n u c l e a r  project. Mr. Xosley is 

u s i n g  these u t i l i t i e s  as a p roxy  for ULHtiP, a g a s  and e lectr ic  

d i s t r i b u t i o n  u t i l i t y .  The Commission is n o t  conv inced  t h a t  t h e  

r i s k  a s s o c i a t e d  w i t h  ULH&P is e q u i v a l e n t  to t h e  r i s k  of CGdE with 

its nuclear involvement. 

Mr. Mosley r e l i e d  on  an I b b o t s o n  and S i n q u e f i e l d  s t u d y  to 

d e t e r m i n e  the appropriate e q u i t y - d e b t  r i s k  premium. 20 Howeverl 

I b b o t s o n  and Sinquef  i e l d  used  h i s t o r i c a l  e a r n e d  r e t u r n s  on e q u i t y  

to  develop t h e i r  a v e r a g e  e q u i t y - d e b t  r i s k  premium. 21 If t h e  

e a r n e d  r e t u r n  on common equity d i d  not e q u a l  t h e  i n v e s t o r ' s  

e x p e c t e d  r e t u r n l  t h e n  t h e  e q u i t y  r e t u r n  used t o  c a l c u l a t e  t h e  

e q u i t y - d e b t  s p r e a d  would be m i s s t a t e d .  T h a t  would c a u s e  the 

c a l c u l a t e d  r i s k  premium to  be over or u n d e r - s t a t e d .  The 

histor ical  spread between common e q u i t y  and bonds has been  

v o l a t i l e .  A t  t h e  h e a r i n g ,  Mr. Mosley a g r e e d  that the r i s k  p r e m i u m  

l9 T.E., August  28, 1984,  p. 37, and Moody's Public Utilities 
Manual, 1983,  Volumes I and 11. 

2o 

21 I b i d .  

T . E . ,  August  28, 1984, p. 4 1 .  
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between common e q u i t y  and bonds v a r i e d  o v e r  t i m e .  22 I n  o t h e r  

words, an his tor ica l  average risk premium may not  accurately 

represent the current investor required equity-debt risk premium. 

For t h e s e  r e a s o n s ,  t h e  Commission c o n t i n u e s  t o  have s t r o n g  

r e s e r v a t i o n s  r e g a r d i n g  t h e  v a l i d i t y  and u s e f u l n e s s  of t h e  r i s k  

premium a n a l y s i s .  

D r .  Weaver recommended a 14.9 to  15.9 p e r c e n t  r e t u r n  based 

on a DCF a n a l y s i s  of a g r o u p  of six gas d i s t r i b u t i o n  u t i l i t i e s  and  

CG&E. 23 He checked those r e s u l t s  f o r  r e a s o n a b l e n e s s  w l t h  a n  

e a r n i n g s - p r i c e  r a t io  a n a l y s i s  and a funds flow profile.24 Dr. 

Weaver was of t h e  o p i n i o n  t h a t  ULHbP's gas o p e r a t i o n  w a s  less 

r i s k y  t h a n  its p a r e n t ,  CGCE. I n  i ts  brief, t h e  AG s t a t e d  t h a t  

n o r t h e r n  Kentucky gas customers s h o u l d  not be r e q u i r e d  t o  pay  a 

cost a t t r i b u t a b l e  t o  e lectr ic  o p e r a t i o n s .  25 

I n  i t s  b r i e f ,  ULH6P c r i t i c i z e d  Dr. Weaver 's  s e l e c t i o n  

cr i ter ia  for t h e  s i x  gas d i s t r i b u t i o n  companies ,  b e c a u s e  it was 

n o t  r i s k  o r i e n t e d .  26 ULH&P also s t a t e d  t h a t  t h e  risk of a 

2 2  Ibid., p.  42.  - 
23 

24 - I b i d . ,  p. 23. 

25  AG's  b r i e f ,  p. 4. 

2 6  ULE&P'a briefr  p. 24.  

Weaver Prepared Test imony,  p. 2 1 .  
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u t i l i t y  c a n n o t  be s e p a r a - e d  a c c o r d i n g  to  o p e r a  ions .  27 I n  other 

words, a n  i n v e s t o r  does n o t  s e p a r a t e  t h e  r i s k  a s s o c i a t e d  w i t h  

ULH&P's g a s  o p e r a t i o n  from t h e  r i s k  associated w i t h  i ts  e lectr ic  

o p e r a t i o n .  I n  g e n e r a l ,  ULA6P w a s  of t h e  o p i n i o n  t h a t  D r .  Weaver 's  

a n a l y s i s  u n d e r s t a t e d  t h e  r e q u i r e d  r e t u r n  on equ i ty .  

I n  i ts b r i e f ,  t h e  LIRC recommended t h e  low end of Dr. 

Weaver 's  proposed r a n g e  of r e t u r n s  o n  e q u i t y  as t h e  a p p r o p r i a t e  

r e t u r n  f o r  ULH&P. 28 

The Commission r e c o g n i z e s  t h e  f l a w s  i n  D r .  Weaver 's  

a n a l y s i s .  However, h i s  approach is more r e a s o n a b l e  t h a n  u s i n g  

e lec t r ic  u t i l i t i e s  i n v o l v e d  i n  n u c l e a r  p r o j e c t s  as a proxy for 

ULHCP. Clearly, t h e  marke t  h a s  a s s i g n e d  a d d i t i o n a l  r i s k  to s u c h  

u t i l i t i e s ,  r e g a r d l e s s  of t h e  c o n d i t i o n  of t h e  n u c l e a r  projects. 

H r .  Mosley ' s  approach  o v e r s t a t e s  t h e  i n v e s t o r  r e q u i r e d  r e t u r n  for 

ULH&P. The Commission d o e s  r e c o g n i z e  t h e  h i g h e r  r i s k  associated 

w i t h  ULHsP's r e l a t i o n s h i p  to C G & E ,  as e v i d e n c e d  by i t s  A-3 bond 

r a t i n g .  T h e r e f o r e ,  a f t e r  c o n s i d e r i n g  a l l  o f  t h e  e v i d e n c e ,  i n c l u d -  

i n g  c u r r e n t  economic c o n d i t i o n s ,  t h e  Commission is of t h e  o p i n i o n  

t h a t  a ra te  of r e t u r n  o n  common e q u i t y  i n  t h e  r a n g e  of 1 5  t o  16  

p e r c e n t  is f a i r ,  j u s t  and r e a s o n a b l e .  A r e t u r n  on e q u i t y  i n  t h i s  

r a n g e  w i l l  not o n l y  allow ULH&P to a t t r a c t  c a p i t a l  a t  reasonable 

I 27 I b i d . ,  p.  22.  
I - 
, 

28 LIRC'B brief,  p. 4. 
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costs to  i n s u r e  c o n t i n u e d  s e r v i c e  and p r o v i d e  fo r  n e c e s s a r y  expan- 

s i o n  to meet f u t u r e  r e q u i r e m e n t s ,  b u t  a lso w i l l  r e s u l t  i n  t h e  

lowest p o s s i b l e  cost to t h e  r a t e p a y e r .  W i t h i n  t h i s  range, a 

r e t u r n  on  e q u i t y  of 15.5  p e r c e n t  w i l l  best  meet t h e  above  

objectives. 

R a t e  of Return Summary 

Applying ra tes  of 10 .01  percent for d e b t ,  9 percent f o r  

p r e f e r r e d  s t o c k  and 1 5 . 5  percent f o r  common e q u i t y  t o  t h e  cap i ta l  

s t r u c t u r e  approved  h e r e i n  produces  a n  overall  cost of cap i t a l  of 

11.87 p e r c e n t .  The a d d i t i o n a l  r evenue  g r a n t e d  h e r e i n  w i l l  p r o v i d e  

a rate of r e t u r n  on n e t  i n v e s t m e n t  of 12.03 p e r c e n t .  The C o m m i s -  

s i o n  f i n d s  t h i s  o v e r a l l  cost of cap i t a l  t o  be f a i r ,  j u s t  and 

r e a s o n a b l e .  

REVENUE REQUIREMENTS 

The Commission h a s  de t e rmined  t h a t  ULH&P needs  a d d i t i o n a l  

annua l  operating income of $2,400,293 to produce  an  o v e r a l l  r a te  

of r e t u r n  of 11.87 p e r c e n t  based on  t h e  a d j u s t e d  h i s t o r i c a l  t e s t  

y e a r .  A f t e r  t h e  p r o v i s i o n  f o r  taxes and i n c r e a s e d  u n c o l l e c t i b l e s  

t h e r e  is a n  o v e r a l l  r evenue  d e f i c i e n c y  of $4,777,543 which is t h e  

amount of a d d i t i o n a l  r evenue  g r a n t e d  h e r e i n .  The n e t  o p e r a t i n g  

income r e q u i r e d  to a l l o w  ULH&P t h e  o p p o r t u n i t y  t o  pay  its operat- 

i n g  e x p e n s e s  and f i x e d  caste and have a r e a s o n a b l e  amount for 

e q u i t y  growth  is $4 ,802 ,230 .  To a c h i e v e  t h i s  l e v e l  of o p e r a t i n g  

income, ULH&P is e n t i t l e d  t o  i n c r e a s e  i ts a n n u a l  r e v e n u e s  a s  

followsr 
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Reasonab le  N e t  O p e r a t i n g  Income $4,802,230 

Adjus t ed  Net O p e r a t i n g  Income $2,401,937 

N e t  O p e r a t i n g  Income D e f i c i e n c y  $2,400,293 

Additional Revenues Required $4,777,543 

The additional revenue granted herein w i l l  provide a rate 

of r e t u r n  o n  t h e  n e t  o r i g i n a l  cost  ra te  base of 12.03 percent and 

an o v e r a l l  r e t u r n  on total capitalization of 11.87 p e r c e n t .  

The rates and charges i n  Appendix A are designed to  produce 

gross o p e r a t i n g  r e v e n u e s ,  based  on  t h e  a d j u s t e d  test year,  of 

$80,445,339 which  reflects t h e  r o l l - i n  of a l l  gas cost a d j u s t m e n t s  

approved  t h r o u g h  O c t o b e r  1, 1984, in Case No. 8373-K, Purchased  

Gas Adjus tment  F i l i n g  of Union L i g h t ,  Heat and Power Company. 

RATE DESIGN 

In ra te  s c h e d u l e  G . S . ,  ULH&P proposed to  change t h e  c u s t o -  

m e r  c h a r g e  for r e s i d e n t i a l  customers from $3  per month to $10 per 

month and t h e  n o n r e s i d e n t i a l  cus tomer  charge from $4  per month t o  

$10 per month for usage  of 5 0  Mcf and u n d e r  per month, and $ 5 0  per 

month for  usage o v e r  50 Wcf per month. ULH6P also proposed to 

change t h e  p r e s e n t  o n e - s t e p  b a s e  rate t o  a two-step base rate for 

50 Mcf O r  less and more than 50 Mcf. The proposed changes were 

n o t  cost  based. The AG and LSRC opposed the i n c r e a s e  in the 

customer charge and o b j e c t e d  to t h e  two-step d e c l i n i n g  block ra te  

s t r u c t u r e .  The Commission is of t h e  o p i n i o n  that t h e  r e q u e s t e d  

increase to  t h e  customer c h a r g e  should be rejected. Change8 of 
this n a t u r e  have a g r e a t  impact upon u t i l i t y  customers and are 

best done  g r a d u a l l y .  Therefore, t h e  C o m m i s s i o n  is  of t h e  o p i n i o n  

t h a t  i n c r e a s e s  of $1 .50  t o  the r e s i d e n t i a l  customer charge and 
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$2.00 t o  the n o n r e s i d e n t i a l  customer c h a r g e  are j u s t i f i a b l e  i n  

t h i s  case. The Commission also is of t h e  o p i n i o n  t h a t  a t  t h i s  

t i m e  t h e  proposed two-step d e c l i n i n g  block rate structure is not 

i n  t h e  bes t  i n t e r e s t  of t h e  c u s t o m e r s  of ULHLP. The two-step ra te  

d e s i g n  a s  proposed by ULH&P i n c r e a s e s  t h e  f i r s t  50,000 cubic feet 

from 10.99 c e n t s  per 100 c u b i c  feet  t o  13.08 c e n t s  per 100 c u b i c  

feet ,  w h i c h  is a n  i n c r e a s e  of a p p r o x i m a t e l y  19  percent, w h i l e  over 

50,000 cubic f e e t  increases from 10.99 cents per 100  cubic feet  t o  

11.28 c e n t s  or a n  i n c r e a s e  of a p p r o x i m a t e l y  2 . 6  p e r c e n t .  The L I R C  

recommended t h a t  rate s c h e d u l e  GS have  o n l y  o n e  commodity c h a r g e  

u n t i l  s u c h  t i m e  as ULH&P proposes and suppor ts  commodity c h a r g e s  

t h a t  adequately reflect  and track cost of s e r v i c e  d i f f e r e n c e s  for 

i d e n t i f i a b l e  classes o f  c u s t o m e r s .  T h e r e f o r e ,  t h e  Commission is 

of t h e  o p i n i o n  t h a t  t h e  d e c l i n i n g  two-step block rate s t r u c t u r e  

s h o u l d  be r e j e c t e d .  

ULH&P proposed a T r a n s p o r t a t i o n  Service t a r i f f  (T.S. 

t a r i f f )  w i t h  a c h a r g e  of SO c e n t s  per Mcf of t r a n s p o r t e d  gas. The 

T.S. tariff was a v a i l a b l e  to  c u s t o m e r s  of t h e  Off Peak t a r i f f  

( O . P .  t a r i f f )  who w e r e  u s i n g  or w e r e  p r e p a r i n g  to use a l t e r n a t i v e  

f u e l s .  The proposed T.S. t a r i f f  is subject t o  many of the rules 

and r e g u l a t i o n s  of t h e  O.P. t a r i f f .  I n  r e s p o n s e  to  the C o r n i s -  

sion's q u e s t i o n s  a t  t h e  h e a r i n g  88 to  t h e  d i f f e r e n c e  i n  the coat  

of s e r v i c e  between t h e  O.P. rate of 46.8 c e n t s  per Mcf and the 

T.S.  r a t a  of 5 0  c e n t a  por M c f ,  ULHCP f i l e d  information on 

September 11, 1984, t h a t  t h e  cost t o  serve the O.P. customers, 

e x c l u d i n g  t h e  cost of gas, was 76  c e n t s  per Mcf, b u t  that a 
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p o r t i o n  of t h i s  was r e c o v e r e d  t h r o u g h  t h e  GPA p r o v i s i o n  that would 
a p p l y  to  t h a t  t a r i f f  b u t  n o t  to  t h e  t r a n s p o r t a t i o n  t a r i f f .  

The Commission is conce rned  a b o u t  t h e  special m a r k e t i n g  

programs b e i n g  developed  by p i p e l i n e  and d i s t r i b u t i n g  companies  i n  

today's c o m p e t i t i v e  marke t .  The T.S. t a r i f f  should n o t  p r o v i d e  

d i s c o u n t e d  t ranspor ta t ion  s e r v i c e s  t h a t  would r e s u l t  i n  u n j u s t i -  

f i a b l e  preferential rates f o r  i n d u s t r i a l  u s e r s .  Therefore, the 

T.S. ra te  i s  s e t  h e r e i n  a t  76 c e n t s  per Mcf p u r s u a n t  t o  t h e  i n f o r -  

ma t ion  f i l e d  by ULH&P. The Commiesfon a d d i t i o n a l l y  r e c o g n i z e s  

t h a t  it may be to t h e  a d v a n t a g e  of ULH&P to r e t a i n  a customer by 

n e g o t i a t i n g  a l o w e r  r a te  for  a period of t i m e  where c i r c u m s t a n c e s  

j u s t i f y .  T h e r e f o r e ,  if ULH&P w i s h e s  to n e g o t i a t e  or c o n t i n u e  a 

c o n t r a c t  r a t e  a t  a l e v e l  less t h a n  7 6  c e n t s  per Hcf ,  ULH&P s h o u l d  

s u b m i t  t h e  contract  w i t h  j u s t i f i c a t i o n  t o  t h i s  Cornmission f o r  

approva l .  The LXRC and AG o b j e c t e d  t o  ULH&P's proposal of no 

i n c r e a s e  t o  t h e  O.P. t a r i f f  and q u e s t i o n e d  some of the cost 

a l l o c a t i o n s  used.  T h i s  was n o t  t h o r o u g h l y  deve loped  i n  t h i s  case 

b u t  d o e s  raise q u e s t i o n s  t h a t  s h o u l d  be p u r s u e d  i n  t h e  f u t u r e .  On 

t h e  b a s i s  of t h e s e  concerns, t h e  Commission has i n c r e a s e d  t h e  O.P. 

t a r i f f  base c h a r g e  t o  50 cents per Mcf and will i n v e s t i g a t e  t h e  

matter f u r t h e r  i n  f u t u r e  cases. 

ULH&P f i l e d  a n  i n c r e a s e  for t h e  r e c o n n e c t  charge f o r  gas 

C u s t o m e r e  from $6 t o  $15. ULH&P has combina t ion  charges for 

r e c o n n e c t  c h a r g e s  in t h e  gae t a r i f f  and t h e  electric t a r i f f ,  which 

18 s t a t e d  as f o l l o w s :  "If b o t h  t h e  g a s  and e lectr ic  s e r v i c e s  are 

reconnec ted  at o n e  time the t o t a l  charge s h a l l  be t e n  d o l l a r s  

($10.00)." ULHbP h a s  proposed for t h e  gas t a r i f f  o n l y  to be 
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changed t o  i n c r e a s e  t h e  reconnect c h a r g e  for gas service to $15, 

and t h e  combina t ion  to  be t h e  sum of t h e  gas r e c o n n e c t  c h a r g e  and 

t h e  e lectr ic  r e c o n n e c t  c h a r g e  or a to t a l  o f  $21. If t h e  

Commission were t o  approve t h e  t a r i f f  as ULH&P has r e q u e s t e d ,  

t h e r e  would be a $ 2 1  combina t ion  charge i n  t h e  gas t a r i f f  and a 

$10 combina t ion  c h a r g e  i n  t h e  e lectr ic  t a r i f f  f o r  i d e n t i c a l  

s e r v i c e s .  The Commission is of t h e  o p i n i o n  t h a t  proposed gas  and  

combina t ion  reconnection c h a r g e s  are r e a s o n a b l e  and  s h o u l d  be 

approved. F u r t h e r ,  t h e  combina t ion  r e c o n n e c t i o n  c h a r g e  i n  ULHbP's 

electr ic  t a r i f f s  s h o u l d  be changed from $10 t o  $21 to  be c o n s i s -  

t e n t  w i t h  t h e  gas t a r i f f s .  

U L H & P  proposed a change  to  t h e  Minimum B i l l  s e c t i o n  of Rate 

S c h e d u l e  G . S .  whereby when a n y  cuetomcr requests d l s c o n n e c t i o n  of 

s e r v i c e  d u r i n g  t h e  b i l l i n g  months  of A p r i l  t h r o u g h  October, and 

s u b s e q u e n t  r e c o n n e c t i o n  w i t h i n  1 2  months,  U L H h P  may apply t h e  

minimum month ly  charge for t h e  months t h a t  service h a s  been d i s -  

c o n n e c t e d  p l u s  t h e  r e c o n n e c t i o n  c h a r g e .  The AG recommended that 

t h e  Commission reject t h i s  change in t h e  Minimum Bill section, as 

t h e  e f f e c t  of t h i s  p r o v i s i o n  is  t o  push  l o w  u s a g e  customers off 

t h e  eystem and  keep them off. The Commiss ion  is of the opin ion  

t h a t  t h i s  change  to  t h e  Minimum B i l l  s e c t i o n  i s  u n j u s t  t o  t h e  

customers of ULHCP a n d ,  t h e r e f o r e ,  rejccts t h i s  change.  

ULHCP proposed t o  cancel t h r e e  t a r i f f s ,  Summer A i r  

C o n d i t i o n i n g  S e r v i c e  (R-ACS-1) , (G-ACS-1) a n d  Special C o n t r a c t  

Firm Use ( R a t e  F). The Commission is of t h e  o p i n i o n  t h a t  t h e  

R-ACS-1 and  G-ACS-1 t a r i f f s  s h o u l d  be c a n c e l l e d  and t h e  Rate F 

s h o u l d  remain  a s  is .  A d d t i o n a l l y ,  U L H L P  proposed an  increase of 
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$3 t o  t h e  Bad Check Charge from $ 5  to  $ 8 .  The Commission agrees 

t h a t  t h e  cost to process a bad check s h o u l d  be the responsibility 

of t h e  par t ies  i s s u i n g  t h e  c h e c k ,  and is of t h e  opinion t h a t  t h i s  

i n c r e a s e  s h o u l d  be approved .  

P u r c h a s i n g  Practices and G a s  M a r k e t i n q  

A t  the h e a r i n g  h e l d  on August 28,  1 9 8 4 ,  i n  t h i s  case, ULHsP 

was n o t  p r e p a r e d  t o  d i s c u s s  g a s  s u p p l y  and p u r c h a s i n g  p r a c t i c e s .  

M r .  John  F. McCarthy, Director of Gas Supp ly  and Budgets  and 

B u s i n e s s  A n a l y s i s  of CGdE and its s u b s i d i a r i e s  took the s t a n d  to 

answer g a s  s u p p l y  q u e s t i o n s .  M r .  McCarthy t e s t i f i e d  t h a t  ULBbP 

had c o n t r a c t e d  f o r  Phase I1 g a s  under  a g a s  t r a n s p o r t a t i o n  program 

offered by Columbia T r a n s m i s s i o n  and t h a t  ULHbP had a l so  purchased  

some gas u n d e r  t h e  I n c e n t i v e  Sales Program offered by Columbia 

Transmiss ion .  Mr. McCarthy also s ta ted  t h a t  ULH&P d i d  work w i t h  

t r a n s p o r t a t i o n  customers to f i n d  g a s  and to ass i s t  i n  t h e  movement 

of that g a s .  

Asfde from t a k i n g  a d v a n t a g e  of these programs offered by 

i t s  t r a d i t i o n a l  s u p p l i e r ,  i n t e r v e n i n g  b e f o r e  t h e  F e d e r a l  Energy 

Regulatory Commission ( "FERC")  in Columbia Transmission matters, 

and p u r c h a s i n g  lower cost  LNG p rov ided  by that s u p p l i e r ,  ULH6P has 

shown no  i n i t i a t i v e  t o  f i n d  other sources of lower cost  gae 

supp ly .  A t  t h e  same t i m e ,  t h e  parent company, CGhE h a s  a g g r e s -  

sively pursued  and has found a lower cost s u p p l y .  I t  appears t h a t  

the j o i n t  management of ULH&P and CG&E is w i l l i n g  to  accept 

ULHLP'a s t a t u s  a s  a c a p t i v e  c u s t o m e r  of C o l u m b i a  T r a n a m i s s i o n  

while n o t , b e i n g  willing to a c c e p t  t h a t  s t a t u s  for CGLE. With the 

e % i 8 t e n C e  of interconnection8 between CGLE and ULHCP and t h e  close 
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p r o x i m i t y  of less e x p e n s i v e  s o u r c e s  oE i n t e r s t a t e  gas,  t h e  Com- 

m i s s i o n  is c u r i o u s  about t h i s  seeming d i s r e g a r d  for gas costs 

which  ULH&P's c u s t o m e r s  m u s t  pay. 

The Commission is c o n c e r n e d  a b o u t  ULH&P*s ef for t s  t o  seek 

i n n o v a t i v e  s o l u t i o n s  t o  its e v e r  r i s i n g  who lesa l e  cost of gas 

supp ly .  As gas costs i n c r e a s e ,  sa les  volumes decline as a l t e r n a -  

t i v e  f u e l  customers abandon t h e  sys tem.  The s o l u t i o n  t o  t h i s  

problem is not to merely increase t h e  c u s t o m e r  charge to  c o v e r  all 

fixed costs,  s i n c e  t h a t  s h i f t s  all r i s k  of o p e r a t i n g  a gas 

b u s i n e s s  o n t o  t h e  c a p t i v e  r a t e p a y e r s .  ULH&P m u s t  d e v e l o p  a p l a n  

and s t r a t e g y  t o  procure lower cost gas  and c o n s i d e r  e n g a g i n g  i n  an 

a c t i v e  m a r k e t i n g  program for gas. The Commission is of t h e  

opinion t h a t  these issues are of t h e  utmost importance to  both 

ULHkP's stockholders  and ratepayers. ULH&P c a n n o t  sit by w h i l e  

its gas sales volume and customer c o u n t  erodes. Because of t h e  

impor t ance  of these issues, t h e  Commission w i l l  i n i t i a t e  a n  

i n v e s t i g a t i o n  i n t o  ULH&P's gas procuremen t  and m a r k e t i n g  

practices. The i n v e s t i g a t i o n ,  t o  be es tab l i shed  i n  a separate 

docket, w i l l  r e q u i r e  ULHGP t o  p r o v i d e  e v i d e n c e  o n  these i s s u e s  

w i t h i n  90 days. 

SUMMARY -- 
The Commission, having considered t h e  e v i d e n c e  of r e c o r d  

and b e i n g  a d v i s e d ,  is of the o p i n i o n  and finds t h a t :  

1. The rates i n  Appendix A a re  t h e  fair, j u s t  and 

r e a s o n a b l e  ra tes  for ULHCP and w i l l  produce gross a n n u a l  r e v e n u e s  

of a p p r o x i m a t e l y  $80,445,339.  
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2. The ra tes  of return g r a n t e d  h e r e i n  are f a i r ,  j u s t  and 

reasonable and w i l l  p r o v i d e  f o r  t h e  f i n a n c i a l  o b l i g a t i o n s  of ULH&P 

w i t h  a r e a s o n a b l e  amount r e m a i n i n g  f o r  e q u i t y  growth .  

3. The rates proposed by ULH&P would produce  r e v e n u e  i n  

excess of t h a t  found r e a s o n a b l e  h e r e i n  and  s h o u l d  be d e n i e d  upon 

a p p l i c a t i o n  of KRS 2 7 8 . 0 3 0 .  

IT IS THEREFORE ORDERED t h a t  t h e  rates in Appendix A be and 

they h e r e b y  are approved for service r e n d e r e d  on and a f t e r  

October 2 4 ,  1984. 

IT IS FURTHER ORDERED t h a t  t h e  rates proposed by ULHCP be 

and they hereby are denied .  

IT IS FURTHER ORDERED t h a t  w i t h i n  30 days from t h e  d a t e  of 

t h i s  O r d e r r  ULHbP s h a l l  f i l e  with t h i s  Commission t h e  necessary 

t a r i f f  c h a n g e s  t o  t h e  e lectr ic  t a r i f f s  to i n c o r p o r a t e  the 

c o m b i n a t i o n  r e c o n n e c t  c h a r g e  of $21. 

IT IS FURTHER ORDERED t h a t  within 30 d a y s  from the date of 

t h i s  Order  ULR&P s h a l l  f i l e  w i t h  t h e  Commission i ts  r e v i s e d  tariff 

s h e e t s  s e t t i n g  out the rates approved  h e r e i n .  
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Done at Frankfort,  Kentucky, t h i s  24th day of October, 1984. 

PUBLIC SERVICE COMMISSION 

ATTEST: 

Secretary 



APPENDIX A 

APPENDIX TO A N  ORDER OF THE PUBLIC SERVICE COMMISSION 
IN CASE NO. 9029 DATED OCJSXER24, 1984 

The f o l l o w i n g  ra tes  and charges are prescribed for the 

customers served by Union  Light, Heat and Power Company. A l l  

o t h e r  rates and c h a r g e s  not s p e c i f i c a l l y  ment ioned  h e r e i n  

s h a l l  remain t h e  same as t h o s e  i n  e f f e c t  under authority of 

t h i s  Commission prior t o  the date of thie O r d e r .  

RATE GS 

GENERAL SERVICE 

Customer Charge per month: 
R e s i d e n t i a l  S e r v i c e  
Non-Rea Fden t i a l  Service 

$ 4 . 5 0  
$ 6 . 0 0  

Gas 
Base cost Total 
Rate Ad j ustmen t R a t e  

All gas used 1 4 . 4 6 #  plus 51.82e equals 66 .20L  per 100 CU. 
ft. 

Minimum B i l l :  The minimum monthly charge  shall b e  the 

The -Gas Cost  Adjustment"  as shown above, is an a d j u s t m e n t  per  
100  c u b i c  f e e t  d e t e r m i n e d  i n  accordance w i t h  the "Gas C o s t  
Adjustment Clause"  set f o r t h  on Sheet No. 1 9  of t h i s  t a r i f f .  

c u s t o m e r  charge as s t a t e d  above. 

RIDER R-ACS-1 

SUMMER AIR CONDITIONING S E R V I C E  

This t a r i f f  is hereby  cancelled and withdrawn. 

Service will be s u p p l i e d  and billed under 
the p r o v i s i o n s  of Rate G S .  



RIDER G-ACS-1 

SUMMER AIR CONDITIONING SERVICE 

T h i s  tar i f f  is hereby c a n c e l l e d  and withdrawn.  

S e r v i c e  w i l l  be s u p p l i e d  and b i l l e d  unde r  
t h e  p r o v i s i o n s  of R a t e  GS. 

RATE F 

Special C o n t r a c t  - Firm Use 

Gas 
Base cost  Total 
Rate Adjustment R a t e  

All gas used 7.976 plus 51.821s equals 59.79# per 100 C U .  
ft. 

The 'Gas Cost Adjustment '  as shown above ,  is a n  a d j u s t m e n t  per 
100  cubic feet  d e t e r m i n e d  i n  a c c o r d a n c e  w i t h  the "Gas Cost  
Adjustment Clause"  s e t  f o r t h  on Sheet  N o .  19 of t h i s  t a r i f f .  

RATE OP 

OFF PEAK 

NET MONTHLY BILL 
Computed in a c c o r d a n c e  w i t h  t h e  f o l l o w i n g  chargest 

(1) F i r m  Use shall be b i l l e d  i n  a c c o r d a n c e  w i t h  R a t e  
GS, G e n e r a l  S e r v i c e ;  

( 2 )  Off Peak Gas ( i .e . ,  Gas i n  excess of Firm Use) 
s h a l l  be b i l l e d  i n  a c c o r d a n c e  w i t h  the following: 

G a s  
Base cost Total  - Rate Adjus tment  Rate - 

A l l  consumpt ion  5.00f plus 51.82e equals 56.826 p e r  100  
CU. ft. 

The "Gag Cost Adjustment '  a8 ahown above ,  is a n  adjustment per 
100 cubic feet determined i n  a c c o r d a n c e  w i t h  t h e  "GdB C o s t  
Adjus tment  Clause" s e t  forth on Sheet N o .  19 of t h i s  t a r i f f .  
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CHARGE FOR RECONNECTION OF SERVICE 

APPLICABLITY 
A p p l i c a b l e  to  a l l  c u s t o m e r s  in t h e  Company's e n t i r e  
s e r v i c e  area who are i n  v i o l a t i o n  of R u l e  3 ,  Company's 
R i g h t  t o  Cancel S e r v i c e  Agreement or t o  Suspend S e r v i c e ,  
of the Company's Gas S e r v i c e  R e g u l a t i o n s .  

CHARGE 
The Company may c h a r g e  and collect i n  advance  t h e  
f o l l o w i n g :  

A. 

B. 

C .  

D. 

The r e c o n n e c t i o n  c h a r g e  f o r  s e r v i c e  which h a s  been 
d i s c o n n e c t e d  d u e  t o  e n f o r c e m e n t  of Rule 3 s h a l l  be 
fifteen dollars ($15 .00) .  

The reconnection charge for service which has been 
d i s c o n n e c t e d  w i t h i n  t h e  p r e c e d i n g  t w e l v e  months a t  
t h e  request o f  t h e  customer s h a l l  be f i f t e e n  d o l l a r s  
($15 .00) .  

If s e r v i c e  is d i s c o n t i n u e d  because  o f  f r a u d u l e n t  u s e  
t h e r e o f ,  the Company may c h a r g e  and collect  i n  
a d d i t i o n  to  t h e  reconnection charge of f i f t e e n  
dol lars  ($15.00)  t h e  expense  i n c u r r e d  by t h e  Company 
by reason of s u c h  f r a u d u l e n t  u s e ,  p l u s  an e s t i m a t e d  
b i l l  €or gas used ,  p r ior  t o  t h e  r e c o n n e c t i o n  of 
s e r v i c e .  

If b o t h  t h e  gas and electric services are r e c o n n e c t e d  
at one  t i m e ,  t h e  t o t a l  charge s h a l l  be t h e  sum of t h e  
c h a r g e  s ta ted above  and t h e  c h a r g e  for e lec t r ic  
s e r v i c e  s ta ted  o n  Shee t  No. 4 2  of t h e  Company's 
e lectr ic  t a r i f f ,  

SERVICE REGULATIONS 
The s u p p l y i n g  of, and b i l l i n g  for, service and  a l l  
c o n d i t i o n s  a p p l y i n g  thereto,  are subject to t h e  
j u r i s d i c t i o n  of t h e  Kentucky P u b l i c  Service Commission, 
and to Company's Service R e g u l a t i o n s  c u r r e n t l y  i n  e f f e c t ,  
as f i l e d  w i t h  the Kentucky P u b l i c  S e r v i c e  Commissian, as 
provided by law. 
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BAD CHECK CHARGE 

APPLICABILITY 
A p p l i c a b l e  to a l l  customers i n  t h e  Company’s gas service 
area. 

CHARGE 
The Company may charge and collect a fee o f  $ 8 . 0 0  to c o v e r  
t h e  cost of h a n d l i n g  a n  unsecured  check ,  where a cuetomer 
t e n d e r s  i n  payment of a n  a c c o u n t  a c h e c k  w h i c h  upon 
deposit  b y  t h e  Company is r e t u r n e d  as unpa id  by  t h e  bank  
f o r  a n y  r e a s o n  . 

SERVICE REGULATIONS 
The s u p p l y i n g  of, and b i l l i n g  for ,  s e r v f c e  and a l l  
c o n d i t i o n s  a p p l y i n g  t h e r e t o ,  a re  s u b j e c t  t o  t h e  
j u r i s d i c t i o n  of t h e  Kentucky P u b l i c  S e r v i c e  Commission, 
and to Company’s S e r v i c e  R e g u l a t i o n s  c u r r e n t l y  in e f f e c t ,  
as f i l e d  w i t h  t h e  Kentucky P u b l i c  S e r v i c e  Commission, as 
p r o v i d e d  by  law. 

RATE TS 

TRANSPORTATION SERVICE 

AVAILABILITY 
A v a i l a b l e  i n  communities i n d i c a t e d  on  S h e e t  N o .  2 of this 
t a r i f f .  

APPLICABILITY 
Applicable to  gas c u s t o m e r s  w h o  have  purchased n a t u r a l  gas 
p u r s u a n t  t o  t h e  r u l e s  and r e g u l a t i o n s  of t h e  F e d e r a l  
Energy R e g u l a t o r y  Commission and request t h e  Company to 
transport s u c h  gas .  Any euch t r a n s p o r t a t i o n  eervice shall 
be accompl i shed  t h r o u g h  d i s p l a c e m e n t  and d e l i v e r e d  on a 
“ b e s t  e f f o r t s ”  b a s i s  and s h a l l  be subject  t o  t h e  terms and 
c o n d i t i o n s  set  f o r t h  h e r e i n .  The Company r e a e r v e e  t h e  
r i g h t  t o  d e c l i n e  requests to  I n i t i a t e  s u c h  s e r v f c e  
whenever ,  i n  t h e  Company’s judgment ,  r e n d e r i n g  t h e  s e r v i c e  
would be d e t r i m e n t a l  t o  t h e  operation of t h e  Company’s 
sys t em or i ts  a b i l i t y  t o  s u p p l y  gae t o  I ts  customers 
r e c e i v i n g  s e r v f c e  unde r  t h e  p r o v i s i o n s  of i ts  s t a n d a r d  
g e n e r a l  s e r v i c e  off peak  s e r v i c e  t a r i f f s .  

1 . The customer must be r e c e i v i n g  gas s e r v i c e  
p u r s u a n t  to t h e  p r o v i s i o n s  of t h e  Company’s Off 
Peak r a t e  and t h e  volume of Off Peak Gas 
s p e c i f i e d  i n  t h e  w r i t t e n  S e r v i c e  Agreement is t h e  
maximum volume to  be t r a n s p o r t e d  by the Company; 
a n d ,  
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RATE TS 

TRANSPORTATION SERVICE 
( c o n t i n u e d  ) 

2. The c u s t o m e r  mus t  p r e s e n t  t o  t h e  Company a n  
a f f i d a v i t  to  v e r i f y  t h a t  t h e  c u s t o m e r  h a s  a 
source of supply of an a l t e r n a t i v e  f u e l  which is 
lower i n  e q u i v a l e n t  price, i n c l u d i n g  t r a n s p a r t a -  
t i o n  c h a r g e s  and taxes ,  t h a n  t h e  Company's 
c u r r e n t  gas  c h a r g e s ,  which r e f l e c t  i ts base r a t e  
and appl icable  a d j u s t m e n t s  i n c l u d i n g  t h e  gas cost 
a d j u s t m e n t  (GCA) .  The a f f i d a v i t  mus t  be da t ed  
w i t h i n  t h i r t y  (30) days of t h e  r e q u e s t e d  
t r a n s p o r t a t i o n  s e r v i c e  and may be v e r i f i e d  by t h e  
Company w i t h i n  e a c h  s u b s e q u e n t  t w e l v e  ( 1 2 )  month 
p e r i o d .  

NET MONTHLY BILL 
C o m p u t e d  i n  a c c o r d a n c e  w i t h  t h e  f o l l o w i n g  c h a r g e s :  

The charge s h a l l  be $ 0 . 7 6  per MCF of t r a n s p o r t e d  gae. 

Payment of t h e  N e t  Monthly B i l l  mus t  be received i n  t h e  
Company's off ice  w i t h i n  twenty-one ( 2 1 )  days from t h e  da t e  
t h e  b i l l  is  m a i l e d  b y  t h e  Company. When n o t  so paid,  t h e  
G r o s s  Monthly B i l l ,  which is t h e  N e t  Monthly B i l l  p l u s  5 % ,  
is d u e  and  payable. 

PAYMENT 

TERMS AND CONDITIONS 
The Customer s h a l l  e n t e r  i n t o  a w r i t t e n  ag reemen t  w i t h  t h e  
Company. Such ag reemen t  s h a l l  se t  f o r t h  s p e c i f i c  
a r r a n g e m e n t s  as to volumes to  be t r a n s p o r t e d  as  w e l l  as 
any other c i r c u m s t a n c e s  r e l a t i n g  to  t h e  i n d i v i d u a l  
cus tomer .  

The Customer s h a l l  be r e s p o n s i b l e  t o  make a l l  necessary 
a r r a n g e m e n t s  and s e c u r e  a l l  r e q u i s i t e  r e g u l a t o r y  o r  
gove rnmen ta l  a p p r o v a l e ,  c e r t i f i ca t e s  or permits t o  e n a b l e  
the gan tranaported to b e  delivered t o  t h e  Company's 
system. 

The Company's "best  effor t"  b a s i s  I s  d e f i n e d  as t h e  r i g h t ,  
a t  a n y  t i m e ,  to  c u r t a i l  or i n t e r r u p t  t h e  d e l i v e r y  or 
t r a n s p o r t a t i o n  of gas  unde r  t h i s  t a r i f f  when, in t h e  
judgment  of t h e  Company, s u c h  c u r t a i l m e n t  or i n t e r r u p t i o n  
is n e c e s s a r y  to e n a b l e  t h e  Company to m a i n t a i n  del iver ies  
to r e s i d e n t i a l  and o t h e r  h i g h  p r i o r i t y  c u s t o m e r s  or to 
r e spond  t o  any  emergency. 

The t e r m  of contract s h a l l  be c o n t a i n e d  w i t h i n  the  w r i t t e n  
Service Agreement. 



RATE TS 

TRANSPORTATION SERVICE 
( c o n t i n u e d )  

SERVICE REGULATIONS 
The supplying of ,  and b i l l i n g  for, service and all 
c o n d i t i o n s  apply ing  thereto, are subject to the 
j u r i s d i c t i o n  of the  Kentucky P u b l i c  S e r v i c e  Commission, 
and to Company's Rules and R e g u l a t i o n s  c u r r e n t l y  i n  
effect, as f i l e d  w i t h  the Kentucky Public S e r v i c e  
Commission, a s  provided by l a w .  
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GAS SERVICE 

INDEX TO COMMUNITIES SERVED 
AND APPLICABLE RATE SHEETS 

COMMUNITIES SERVED: 

Alexandria  
B e  llevue 
Boone County 
Bromley 

Campbell County 
Cold Spring 
Cov ing ton 
Crescent  Park 

Crescent Springs 
Cres t v  l e w  
Crestview H i l l s  
C r  i t t e n d e n  

Dayton 
Dry Ridge 
Edgewood 
Elsmere 

Erlanger 
Florence 
Fort MI t che 1 1 
Fort Thomas 

Fort Wright 
G a l l a t i n  County 
Glencoe 
Highland Heights 

Independence 
Kenton County 
Kenton Vale 
Lakeside Park 

Laton ia  Lakes 
Lud l o w  
Newport 
Park H i l l s  

S o u t h g a t e  
Taylor W i l l  
V i l l a  H i l l s  
Wa 1 ton 

Waraaw 
Wilder  
wood lawn 



APPENDIX B 

APPENDIX TO AN ORDER OF THE PUBLIC SERVICE 
COMMISSION IN CASE NO. 9029 ~ ~ 2 4 ,  1984 

The n e t  inves tment  ra te  base of Union L i g h t ,  H e a t  and Power 

Company's combined and gas operations a t  December 31,  1983,  is as 

follows: 

Company Gas 

Gat3 P l a n t  i n  S e r v i c e  
C o n s t r u c t i o n  Work i n  Progress 
Cash Working Capi ta l  
Hater ia ls  and Supplies 
Pre pa p e n  ts 

Subtotal 
Less: 
Accumulated P r o v i s i o n  for Depreciation 
C u s t o m e r  Advances f o r  C o n s t r u c t i o n  
Accumulated Defe r red  Taxes 
Three P e r c e n t  Inves tmen t  Tax C r e d i t s  

Subtotal  

$147,669,934 
2,32O,091 
2,226,996 

963,042 

851,214,593 
401,054 

1,189,836 
617 740 

7,224,093 7,i4a,4os 
$160,465,756 $60,571,636 

$ 47,541,106 
778,709 

9,281,970 

$15,867,928 

2.828.395 
778,709 

N e t  Inves tment  Rate Base $102,382,313 $401960,537 

R a t i o  of Kentucky j u r i s d i c t i o n a l  gas  
operations to  t o t a l  o p e r a t i o n s :  39.95 p e r c e n t  

Note: Cash working  c a p i t a l  was d e t e r m i n e d  by t a k i n g  1/8 of actual  
operation and m a i n t e n a n c e  e x p e n s e s  less e n e r g y  charges for 
the test p e r i o d .  


